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Peepace 


This book aims to present, in as practical a 
maimer as possible, the much discussed matter of 
banking service charges on checking accounts. 
Inasmuch as the principal aim is to show how 
the service charge has worked out in actual prac- 
tice among banks, it is hoped that the material 
included may be of some practical value to 
bankers, especially those who are considering the 
installation of the charge. 

For several years past, hankers have been 
carrying a large number of unprofitable check- 
ing accounts on their books. Chapter I discusses 
this situation in general while Chapter II points 
out the situation in the commercial department 
and the reasons for these losses. Chapter III 
illustrates a method by which these losses can be 
traced and accurately determined. Chapter IV 
discusses the service charge as a remedy for this 
state of affairs and explains the various factors 
which enter into its installation and operation. 
Chapter V shows how depositors will react to the 
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charge and what the charge will accomplish in 
actual practice. 

Appendix I contains some very valuable prac- 
tical data obtained by the use of a questionnaire 
which was distributed among one hundred banks, 
from which seventy-one replies were received. 
Appendix II contains definitions of some of the 
terms involved as used in the book. Appendix 
III contains tables and charts having a bearing 
on the subject. Appendix IV illustrates a few 
of the more common forms used in the installa- 
tion and operation of the charge and Appendix 
V contains common questions on the subject with 
brief answers. 

I express appreciation to Mr. Horace C. 
Bennett, who showed great interest in this work 
and actively co-operated in the preparation by 
sending data and offering many valuable sugges- 
tions, Much of the credit for such part of this 
book as may be valuable is due to the many 
banks and other companies which so willingly 
gave much of the information contained herein. 
To them, I desire to express my appreciation 
and to acknowledge my obligation for their 
assistance. 

Special acknowledgment is due to Dr. J. F. 
Bell, who gave me the benefit of his constructive 
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criticism and aid in the preparation of the more 
difficult problems inTolved. 

W. Gordon Jones. 

Utica, N. Y. 
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Chapter I 
Introduction 

Definition and Function of a Bank. — ^Banks 
have been defined in various ways. One author 
defines them as “institutions which receive de- 
posits of money or of credit and which seek 
profits through the extension or sale of their own 
credit.” ^ Another author defines them as “insti- 
tutions where deposits of money are received and 
paid, where credit is manufactured and extended 
to borrowers, and where exchange of property is 
facilitated.” ^ In addition to the extension of 
credit, a bank performs many other services for 
its customers, among which the checking aceoxmt 
service is the outstanding, most frequently used, 
but yet appreciated the least by the average de- 
positor. Thus, the functions of a bank may he 
summarized to include the sale of credit and 
services. 

^ Agger, Eugene E , — OrgamAzed Banking ^ p. 19. 

“White, Horace — Money and Banidmg, p. Wl. These maf be 
supplemented by reference to any text in money and banMng. 
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2 . The Service Charge on Demand Deposits 

Banking Services. — Banking institutions have 
been called the “Department Stores of Finance” 
for here are available many essential services for 
those in all walks of life. The small child may 
save his pennies in a savings account ; the work- 
ingman may cash his pay checks; the foreigner 
is provided with the required facilities for remit- 
ting funds to his native country; milady may 
receive advice on budget systems for economi- 
cally running her home ; the widow with a fortune 
is instructed in the principles of wise investment; 
the hard-pressed business man may obtain a loan 
which enables him to weather a depression; and 
the man with dependents may provide for them, 
when he is gone, by creating a trust fund. The 
word “service” fairly seeps out of the doors and 
windows of such an institution. Service has been 
and is the keynote of banking. 

The value of the services mentioned above are 
obvious and have no direct bearing here, but 
there is one banking service which is used by 
almost every depositor, is of great value to him, 
and deserves the direct attention of bankers, de- 
positors, and the general public for the simple 
reason that it presents an xmeconomic situation 
to be solved only through the application of some 
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effective remedy for the benefit of, and justice 
to, all parties concerned. This is the checking 
account service. It cannot escape attention for it 
is too valuable. There are several advantages of 
the checking account including: 

1. Cancelled checks are absolute, legal proof 
of payment. 

2. Convenience to the depositor and enormous 
saving of time in making payments. 

3. Makes valuable financial coimsel avail- 
able through contact established with bank 
officers. 

4. Controls expenses through records. 

5. To pay by check adds to the prestige of per- 
sonal standing. 

6. A reasonable balance provides instant ready 
money. 

7. Keeps money safe by avoiding the danger 
of carrying currency. 

8. Insured accuracy. 

The banks are compensated for this valuable 
service in one way and only one way, by an 
ample balance in every account. This does not 
mean 50 per cent of accounts but all accounts. 
Depositors should be willing to pay for such a 
service by keeping a substantial balance in each 
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account. Facts to be presented show that they 
have not done so. 

A Fundamental Business Principle. — The 
fundamental law of business is profit. That is the 
purpose for which any business is maintained 
and the hanks are no exception to the rule. They 
are in business to give a fair return to the stock- 
holders and it is only just and equitable that they 
do so. 

A bank will average perhaps $11.50 on $1000 
per year, while it should average at least $15 per 
$1000 a year.® Even this is a very nominal return. 

Present Condition of Banks. — ^Reports of the 
Comptroller of the Currency for the past 25 
years show that while the total resoiuces of all 
national banks have increased 300 per cent, the 
net earnings for the same period have increased 
only 13 per cent.* Earnings are not keeping pace 
with the increases in the other items on bank 
statements. Assets and deposits have been 
steadily swelling with earnings very much out 
of proportion to these other gains, as seen in the 
following table: 

* Driscoll, John J., Jr. — ^“Analysis of Accounts and the Neces- 
sity of the Service Charge,” Proceedings of the Departmental Con^- 
ferences of AIBj June, 1938, p. 177, 

*Ibid., p. 176. 
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Earnikgs and Profits op Member Banks® 


Year 

X924 

im 

im 

im 

Earnings — ^Assets per $1 Cap. 
Surplus and Undivided Prof- 
its 

$6.16 

$6.37 

$6.51 

$6.40 

Net Earning per $100 earning 
assets 

1.83 

1.84 

1.87 

1.83 

Net Profits per $100 earning as- 
sets 

1.31 

1.40 

1.37 

1.35 

Profits per $100 Cap. Surplus 
*and Undivided Profits 

8.04 

8.93 

8.95 

8.56 


True profit is a percentage of the total equity 
of a business and not merely the original invest- 
ment or capital stock of that business. Profits 
figured merely on capital stock are over-stated. 

In a personal letter addressed to the author 
from Mr. Horace C. Bennett of Devlin and 
Bennett, Inc., Financial Advertisers, Chicago, 
Illinois, the latter has visualized this situation 
as follows: 

“For some undiscovexable reason^ bankers are almost 
universally given to tbe practice of stating their profits in 
the terms of capital stock without taking into consideration 
other capital investments such as surplus and undivided 
profits. It does not make much difference what you call 
invested capital. If I have a bank capitalized at $100^000 
with another $100,000 in surplus and $50^000 in undivided 
profits, I have a capital investment of $250,000, Yet if I 

'Wright, Ivan — ^“What About the Net Profits?” Burroughs 
Charing House, October, 1928, pp. 24, 25, 40. 
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follow the practice of most banks^ I shall ignore the addi- 
tional $150^000 in reporting my percentage of profit. For 
example^ if my net profit is $25^000^ I would report it as 
25 per cent when^ as a matter of fact;, it is only 10 per cent 
on my invested capital.” 

This means that some banks are not reporting 
their true profit, which, in reality is less than they 
claim. 

Valuable service without remuneration is 
neither fair to any or all of the parties concerned 
and is not economically soxmd. What has been 
at the bottom of this trouble, for there is trouble 
somewhere? 

The Banker’s Policy in the Past. — The de- 
positor is not to blame, however, for this state 
of affairs inasmuch as it has been the policy of 
the average banker in the past to be too con- 
servative in regard to his profits, even reasonable 
ones. He has emphasized the values of the check- 
ing account and his slogan has been, “Pay by 
daeck.” A checking aecoimt is very valuable and 
most depositors find that they cannot get along 
without it. These facts and valuable features 
should have been, and are still being emphasized 
correctly, but Mr. Banker forgot to consider 
whether the depositor could afford to keep a sub- 
stantial balance or not. He sought the business 
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whether large or small, profitable or not. He has 
consequently sought this business at any cost and 
has paid more attention to the quantity of his 
accounts than their quality. Depositors opened 
accounts and neither they nor the bank knew 
whether the account was profitable or not, each 
supposing that mutual benefit was being derived 
from the business. The banker was losing money 
and didn’t know it and the depositor was un- 
knowingly letting someone else pay for the serv- 
ice he was receiving. Neither party would have 
approved of the situation if it had been known. 
Nevertheless, upon the banker alone can the 
blame be placed for his being too free with his 
service, with the result that his compensation has 
not been sufficient. 



Chapter II 


Unprofitable Checking Accounts 

Status of Checking Accounts. — The average 
depositor believes that his checking account is be- 
ing carried on a profitable basis, even more 
profitable than his savings account upon which 
the bank pays interest. But this is not so, for 
comparatively few checking accounts are paying 
their own way. This fact was until recently, un- 
known to both bankers and depositors, but a few 
investigations and suggestions revealed startling 
figures. 

In 1925 the Clearing House Section of the 
American Bankers’ Association distributed a 
booklet among several thousand bankers, con- 
taining a brief and simple plan for analyzing 
accounts. Upon applying the principles involved 
therein, the latter found that from 35 per cent 
to 60 per cent of their checking accotmts were 
being carried at a loss.^ This was, as near as can 

^ Simmands, Frank W. — “Closer Interbank Relationship Imper- 
ative,” Address at the Tenth Annual Convention of District of 
Columbia Bankers’ Association, June 7, 19S8, 

8 
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be determined, the initial impetus given the 
movement for correcting this situation. The dis- 
coveries made from this analysis tended to wake 
up bankers all over the country to the fact that 
here was a problem which needed attention and 
correctiijn. 

The bankers of Illinois took a very significant 
step in this direction and in an original investiga- 
tion conducted by the bankers’ association of that 
state about three years ago, a copy of which is 
reprinted in Appendix III, some relevant dis- 
coveries were made in connection with checking 
account balances. They found, by first determin- 
ing the fact that a relatively small number of 
accounts carried almost all of the total deposits, 
that a great majority had very small balances 
and consequently were unprofitable. 

For purposes of timely evidence and facts con- 
cerning this problem a questionnaire was dis- 
tributed by the author in March 1929 among 
100 banks.^ Forty-nine baifks reported their per- 
centage of profi-table accounts and these percen- 
tages ranged from 15 per cent to 100 per cent, 
but the median was 53.4 per cent.® In almost 

® See Appendix I. 

®This median majr vary one or two points either way. 
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every case the reporting bank had already insti- 
tuted a remedy to correct this situation, which, 
although it had not had time to become effective, 
indicates that this average percentage is prob- 
ably high. “ 

It has now been pointed out that a small 
number of checking accounts carry most of the 
demand deposits and that only about half of the 
accounts carried are retained on a profitable 
basis. 

Bank’s Loss on Checking Accounts. — Check- 
ing accounts have been, and are unprofitable, but 
to what extent? How much is the average bank 
losing on the average checking account? The 
following table is based on a careful analysis of 
over half a million checking accounts in 800 city 
and cmmtry banks, the analysis showing that 64 


If you have this many checking 
accounts 

About this 
many will be 
less than $100 
Average Bal- 
ance $23.00 

On the basis of 
12 checks each 
per month, the 
total annual loss 
from these ac- 
counts is 

500 

320 

$ 1,996.90 

1,000 

040 

3,993.60 

3,000 

1,920 

11,980.90 

5,000 


19,968.00 



39,936.00 

20,000 1 


79,872.00 
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per cent of all checking accounts maintain bal- 
ances under $100 with an average of $23.50.^ 

Causes of Unprofitable Checking Accounts. 
— Having found that checking accounts are un- 
profitable and to what extent, the question natu- 
rally arises as to what are the xmderlying reasons 
for this condition and what factors are causing 
these losses? 

In the first place, nothing will smash profits 
any more than increased costs and decreasing 
income. Such is the case here. The modem bank 
is equipped to give and does give excellent serv- 
ice to its depositors, but it is costing the hank 
money to give such service to its depositors and 
the latter should be willing to pay for that service 
by maintaining sufficient balances to enable the 
bank to pay for the cost of handling the account 
plus a reasonable profit. The costs committee of 
the Minnesota Bankers’ Association recom- 
mends the following charges against the demand 
deposit : ® 

1. Cost of equipment. 

2. Checks, passbooks, check holders, deposit 
slips, and other printed matter. 

* Devlin and Bennett, Inc . — Advertisiiig Data. 

“McGarty, Arthur F. — Mudu D-oesi Service Cost?” Bmr- 
roughs CUariug House, September, 1938, pp, 14, 15, Id, 53. 
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3. 90 per cent of bank space used by demand 
deposit activities. 

4. Statements and postage for mailing state- 
ments. 

5. Salaries and wages. 

6. Burglary, robbery, and forgery insurance. 

7. Interest on reserve money. 

8. Loss in float. 

Commercial department equipment includes 
card ledgers, signature cards, indexes and filing 
equipments, bookkeeping forms and machines, 
desks, chairs, etc., and every one of these items 
have increased in cost during the last few years, 
probably for no other reason than that they are 
better and enable the bank to give better service. 
But the bank pays the increased cost and takes a 
loss. Likewise, printing costs have increased and 
yet the banks continue to fmnish checks, pass- 
books, check holders, and deposit slips. These 
conveniences are essential, and the bank is justi- 
fied in furnishing them at a nominal expense but 
it certainly should not be requested to furnish 
specially printed checks with no cost to the de- 
positor. But it does, and this contributes to a loss. 
Commercial department activities occupy the 
largest part of the floor space and thus a large 
amount of expense attributed to rent and taxes 
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must be charged against this department which 
maintains the checking accounts. Rent and taxes 
increase, causing more expense, most all of which 
is charged against the checking account. More 
loss. All checking account depositors are fur- 
nished with an accurate monthly statement. Who 
pays? The bank pays. Salaries and wages have 
been steadily increasing in harmony with higher 
standards of living. The bank must be protected 
with insxmance. All these items of expense are 
included in the maintenance of the accounts upon 
the hooks of the bank. And it is this increased 
cost of maintenance that has in part caused un- 
profitable checking accoxmts. 

Whole operating costs have been increasing, 
the income which the bank receives from its de- 
mand deposits has been very limited. Five per 
cent is about the maximum a bank can realize 
on the money it loans out, and when the income 
from an account with an average daily balance 
of $100 yields only income for a month, it 
can readily be seen that this small amount would 
hardly pay for the handling of the accoimt,® The 
income which a hank receives is derived very 
largely from its deposits for its investment in 
capital and surplus is almost entirely tied up in 

®See Appendix III, Table 3. 
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long term investments from which no immediate 
return is available. A limited income contributes 
in a large meas.ure to improfitable checking 
accounts. 

A third reason for unprofitable checking ac- 
counts lies in the fact that some depositors draw 
numerous checks against their accounts. A dor- 
mant account is obviously an inexpensive one to 
handle while an account showing great activity 
is a costly one.’^ More checks, check hooks, state- 
ments, work involved in maintaining the records, 
and time of clerks is needed on these over-active 
accounts. Depositors should be limited in the 
number of checks which they are allowed to draw 
unless they pay for the increased cost involved. 

As was pointed out in the preceding chapter, 
the banker’s policy has been more business at any 
cost, quantity instead of quality, and the chal- 
lenge to the depositor to pay by check whether 
he can afford to maintain a substantial balance 
or not. Out of this policy has groAvn four wrong 
ideas among low balance checking depositors : ® 

1. Do not appreciate or know all the values of 
cheeking service. 

^See Table on Page 18. 

® Devlin and Bennett, Inc . — WhM About the Service Charge? 
A booklet. 
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2. Do not realize the value of an adequate 
balance. 

3. Believe all checking accounts are profitable 
to hanks regardless of size. 

4. Feel they are conferring a favor on the 
hanks. 

Bankers in the past have fairly begged for 
checking accounts regardless of the quality of 
the account and naturally these ideas would de- 
velop among depositors for they were not edu- 
cated to the facts. The hankers themselves in 
many cases were ignorant of the losses they were 
incurring, hut the depositors cannot he blamed 
for it is through the hank only that they are 
educated to hanking costs and practices. There- 
fore, the bankers themselves have been largely 
to blame for the large number of unprofitable 
checking accounts. ^ 

Some hanks make a practice of pa3nng interest 
on demand deposits without considering whether 
they can afford to do so or not. This is a con- 
tributing cause of improfitahle checking accounts. 

According to national banking laws imder the 
Federal Reserve Act, banks are required to keep 
a certain per centage of their deposits in reserve 
for an emergency. This deduction from the 
amovint deposited is necessarily of an uneaming 
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character and reduces the balance subject to 
earnings. Against the demand deposits these re- 
serve requirements are: 

7 % Country Banks 
10% Reserve City Banks 
13% Central Reserve City Banks 

according to the size of the city in which the 
hank is located, while usually most banks main- 
tain a little in excess of the requirement for 
safety. Against the time deposit a reserve of 3 
per cent is required and although the hank pays 
interest on these deposits, its balance subject 
to earnings is not so materially reduced as in the 
case of the demand deposit. 

An additional cause for unprofitable checking 
accoimts is float or xmcoUected funds. As checks 
are deposited an immediate credit is given to the 
depositor on the books of the hank, but the actual 
funds are not collected for some time, depending 
on the location of the bank upon which the check 
is drawn. The bank consequently loses the in- 
terest on this money for the time involved in 
coUecting it. The Federal Beserve Time Sched- 
ule, showing when the proceeds of items will 
become available, is reproduced in Appendix III. 

Two causes of unprofitable checking accounts 
arising out of float are the practices of allowing 
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interest to be paid on uncollected items, and per- 
mitting depositors to draw against imcoUected 
funds. 

“The bank cannot earn money on balances which exist 
only as bookkeeping records, and since the bank mnst have 
possession of funds before it can loan or invest them, log- 
ically it cannot pay interest on imcollected balances.” ® 

A depositor drawing against uncollected bal- 
ances is merely receiving a loan from the bank. 

“The bank maintains its reserve on the ledger balance, 
protects the depositors’ interests, does the work of collect- 
ing, and yet there is no actual money in hand by which it 
may obtain its just earnings. Cases are of record where the 
float has so added to costs of service, that the banks hand- 
ling the business actually suffered a loss on accounts that 
kept the average daily ledger balances approximating 
$ 10 , 000 .” “ 

An indirect cause for unprofitable checking 
accounts is the increasing use of checks as a 
means of making payments. In response to the 
widespread advertising to “pay by check,” most 
every one makes payments in this way regardless 
of whether a substantial balance may or can be 
maintained or not. Money is changing hmds at 
a greater rate than ever before. In 1927 Ameri- 

•American Bankers’ Association — I>oe$ the Account Pay? p. 5. 

” Devlin and Bennett, Inc . — Uncollected Balances, p. 6. 
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cans used seven billion checks, seven hundred 
million of which were supplied by one company 
which claims that present orders indicate an in- 
crease.^^ More checks mean more activity; more 
activity means more expense in handling the 
accoxmts; and more expense means more un- 
profitable checking accounts. 

Finally, the amount of the balance is very im- 
portant and rmprofitable checking accoimts are 
caused in the main, by this one weakness, small 
balances. Raise the balances and that fact alone 
will automatically decrease the number of un- 
profitable accounts. As the balances increase, the 
losses decrease. 


No. checks issued per 
month 

Annual Earnings and Uosses from an 
Average Daily Balance of 

$50 

$rs 

$100 

$160 

5 

4.55 

3.89 

1.57 

1.01*“ 

4 

4.73 1 

3.39 

5.07 

.51* 

6 

5.53 

3.89 

5.57 

.01* 

8 

5.73 

4.39 

3.07 

.49 

15 

6.73 

5.39 

4.07 

1.49 

16 

7.73 

6.39 

5.07 

5.49 


The situation is merely free service, service 
with no retm-n. Even with a balance of $150 a 

=^Toi(id, Walter — “Use of Cheeks Increasing” — Th 0 Bankers 
Magazine, September, 1958, p. 484. 

^The starred figures represent profits while the rest repre- 
sent losses. 




Unprofitable Checking Accounts 19 

bank cannot earn but just barely enough to pay 
for maintaining the account. From investigations 
and figures which have already been pointed out, 
this weakness seems to be the case with a 
majority of checking accounts, and this is the 
basic and most evident caiise of unprofitable 
checking accounts. The higher the balance, the 
more money a bank has to work with, the higher 
its balance subject to earnings will be, and a 
corresponding decrease in loss of handling the 
accoimt will be the result. 

However, this does not necessarily mean that 
an account with a large balance is always profit- 
able, for fioat or some other cause of unprofitable 
checking accounts may be eating up the profits. 
Checking accoimts that are unprofitable natu- 
rally divide themselves into two classes, those 
small and usually personal accounts, and those 
larger accounts, usually maintained by a business 
house. 

An Uneconomic Situation. — It has been 
pointed out that a majority of checking accounts 
are unprofitable and the reasons for that con- 
dition have likewise been indicated, but what 
does this mean? It means that a majority of 
depositors are not paying for what they get and 
that the bank is taking a loss or relying on its 



20 The Service Charge on Demand Deposits 

profitable accounts, maintained by other deposi- 
tors, to pay for the losses incurred in giving the 
same service to those who do not appreciate the 
value of the service they are getting, by main- 
taining a sufiicient balance or paying the loss 
incurred. Service for nothing, service being paid 
for by someone else, whichever way you look at 
the matter, is not economically sound or fair to 
the bank, the depositors, or the general public. 

''The significant and distinctive feature of banking 
service in the United States is the universal deposit and 
check system of making payments!. The characteristic 
tendency of the hanker, stimulated by keen and wholesome 
competition, to offer banking facilities without limitation, 
has reached a critical point. Because of greatly increased 
overhead costs, it is no longer economically possible to 
ignore the distinction between the depositor who uses the 
check to avail himself of accumulated credits and the de- 
positor who gives no thought to his obligation to the bank, 
other than to keep a few dollars on deposit, usually (but 
aot always) sufficient to meet the checks he draws.^® 

Having stated the situation as it exists, and 
pointed out the place where the greatest weak- 
uess is, and the causes for it, the next steps are 
to indicate a method by which the amount of the 
loss can be accurately determined, to suggest a 

“Wolfe, C. Howard — President of Clearing House Section of 

B. A. 
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remedy for it, and to show what this remedy has 
already accomphshed and wiU accomplish in 
actual use. The problem is to correct an imeco- 
nomic situation. 



Chapter III 

Determining the Unprofitable Account 

Knowledge of Costs. — The first thing to do 
in connection with this problem is to determine 
the operating costs or expenses incurred in the 
handling of a checking account. Analysis is the 
keynote of this procedure. The word “analysis” 
may to some people suggest complication and 
difficulty, but it is really a simple matter. 

A bank may best proceed by setting up a num- 
ber of schedules : ^ 

Schedule I. — This is known as the Division of 
Expenses and, as the. name implies, contains a 
list of all the expenses which a bank incurs, the 
total flTTi mmt of each, and the distribution to 
each department. The purpose of this is to local- 
ize aU expenses and charge to each department 
the amount of the total expense which is directly 
attributable to the maintenance of that depart- 
ment. For instance, the item “rent” would be dis- 
tributed among the several departments in the 
proportion which the space .occupied by each 

^ Based on “Eeport on Operating Costs” — Recommended by 
Driscoll, Yergens and Company of Philadelphia, Pa., accountants. 

22 ' 
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bears to the total floor space. After each expense 
has been so distributed, the net result is the total 
expense incurred by each department. The one 
with which we are concerned is the eoromercial 
department. 

Schedule II. — Having determined the total 
expense of the conomercial department, the next 
logical step is to divide this expense into three 
elements which make up commercial department 
expense. These elements are activity, size, and 
maintenance. The breaking up of the expense 
items into these component parts is the purpose 
of this schedule. 

Activity cost is that attributed to the han dlin g 
of the checks including cost of handling in and 
out items, supplies, teller’s, clerk’s and book- 
keeper’s salaries, printing, stationery, advertis- 
ing, etc., and depends on the number of items 
handled. This is done by dividing the total ac- 
tivity expenses by the total number of items 
handled. This results in a per item cost of about 
My which may or may not vary among different 
banks. Some banks find that items deposited cost 
less than those paid and differentiate between 
these two. Checks on the bank itself concerned 
are the most expensive items to handle due to the 
additional bookkeeping, filing, etc., involved. 
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Size cost is based on the amount on deposit in 
a specific account and is that portion of the total 
commercial department expense, which the 
amount on deposit bears to the total commercial 
deposits. Thus, to find the size cost, the total size 
expenses are divided by the average deposits, 
resulting in an average cost of about $4.63 per 
$1000 per year or about 38<{ per $1000 per 
month. This, of course, will vary among different 
banks. 

Maintenance cost is the cost of maintaining 
the account on the books of the bank and is the 
same for every accoimt regardless of activity 
or size. This is found by dividing the total main- 
tenance expenses by the average number of 
accounts and results in an average maintenance 
cost of about $2.64 per account per year or about 
22^ per account per month. This, too, will vary 
among different banks depending on the figures 
used by each. 

To summarize, these three costs may be indi- 
cated by formula as follows: 


Activity Cost = 
Size Cost = 


Maintenance Cost 


Total activity expenses 
Number of items handled 
Total size expenses 
Average Deposits 
Total maintenance expenses 
Average number o£ accounts 
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It must be kept in mind that it is impossible 
to accurately set any figures for these costs as 
they depend entirely on the condition of each 
bank. By the simple process of analysis indicated 
above, any bank, regardless of size, may deter- 
mine these costs to advantage. Each one may 
arrive at different figures, proceed in a slightly 
different manner, and use other names for the 
cost, but the principles involved, as outlined 
above, are the same. The result is an accurate 
knowledge of what it costs to maintain the check- 
ing accounts. 

The tables on page 26 are based on a hypo- 
thetical bank with 650 checking accounts. All of 
the items closely conform to the proportions that 
would be found in any bank of this size. Experi- 
ence has shown that these same ratios hold true 
in the average commercial bank regardless of 
size. 

Schedule III, — Knowing the costs the next 
step is to determine the average income on the 
funds available for investment. This schedule 
may be called “Funds Invested and Income 
Earned” and contains a description, the amount, 
the income, and the rate per aimum of each 
investment. The average total income is then 
determined, from which is deducted the invest- 
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Distributioit of Expense Accobbing to Division of Bank * 


Expense 

Accounts 

Totals 

Checking 

Accounts 

Saving 
Acct. 
Ctfs. of 
Dept. 

Loans 
and In- 
vestment 

Misc. 

Div. 

Advertising . . . 

547 

sso 

150 

. . . 

47 

Building 

543 

375 

135 

103 

40 

Insurance ..... 

1,880 

943 

343 

480 

115 

Salaries 

7,873 

3,150 


3,813 

310 

Stationery 

900 

516 

197 

173 

15 

Taxes 

3,313 

810 

460 

1,006 

37 

Misc 

334 

93 

8 

130 

3 

Totals ...... 

14,380 

6,137 

1,983 

5,694 

467 


Distribution of Expense of Checking Account Department* 


Expense Accounts 

Totals 

No. of 
Accts. 

Activity 
of Ac- 
counts 

Overhead 

Advertising 

350 

. • ■ 

. . . 

350 

Building, etc 

375 

35 

75 1 

175 

Insurance, etc. .... 

943 

113 

378 

553 

Salaries 

8,150 

690 

3,060 

400 

Stationery, etc 

516 

108 

317 

191 

Taxes 

810 

300 

300 

410 

Misc. 

93 

13 

40 

40 

Totals 

6,137 

1,148 

3,870 

3,119 


ment cost. This gives the net return on average 
investments and averages about 5 per cent. In 
formula form, this may be expressed as : 

Net Income Earned o>n Investments . 

A^ rag^F^ds Invested = 

* Devlin and Bennett, Inc. — Wh(it About the Service Charge? 
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Analysis of Accounts.® — ^With this knowledge 
of costs and the average income earned, a bank 
is in possession of the figures necessary to deter- 
mine to what extent an account is unprofitable, 
by the process of what is known as the analysis 
of an account. 

The first step in this procedure is to find the 
average daily balance of the account mader 
analysis. This is done by taking the total of the 
balances for each day of a month and dividing 
by the nxunber of days in the month.^ From this 
amoxmt there are deducted two items, float and 
reserve. The former is called the daily average in 
process of collection, represents the daily average 
of uncollected funds, and is determined by the 

* Monthly basis. 

*Each day the deposits that you have made and the checks 
which have been presented for payment are recorded on your 
account at your bank. Suppose you had $100 remaining from the 
day before — ^then you deposit $50 — and that diecks totaling ^ 
are presented that same day. This would make total credits of 
^150.— .total debits for $33. Your balance at the close of the day 
would, therefore, be $137, This is known as the daily led^r bal- 
ance. To compute the average daily balance, the bank simply totals 
all of the daily ledger balances and divides by number of days 
in the montln The result is the average dally balance for that 
month. 

“Inasmuch as there is some difference of time between the 
drawing of the check and its payment by the bank, there would 
be some small difference between the hank’s recording of your 
average daily balance, and the amount that you would reach by 
figuring from your check book stubs.” Devlin and Bennett, Inc. 
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use of what is known as the transit float account.® 
The reserve is found by taking the per centage, 
used by the hank in question depending on its 
location and requirements, of the average daily 
balance. The net result of these two deductions 
gives the average balance subject to earnings. 
Then, the income on this available balance is 
figured and as we have seen, averages about 5 
per cent. Finally, the costs, including activity, 
size, maintenance, and other miscellaneous ex- 
penses such as special cheeks and books are 
figured and the total cost determined. If this cost 
is in excess of the income earned on the avail- 
able balance, the account shows a loss. This pro- 
cedure may be more clearly explained and under- 
stood in account form as follows : ® 

Name ..John Doe 

Month of February 

ANALYSIS OF ACCOUNT 

Average daily balance 

Daily average in process of collection 340 

12 % reserve in vault and with bank 107 

Average balance subject to earnings. 

Income 

Interest on available balance at 5%...449 1.87 

® See Appendix III, Table 5. 

® Actual account with fictitious name. Form and procedure 
through courtesy of Oneida National Bank of Utica, N. Y. 


896.. .. 

447.. .. 

449.. .. 
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Cost 

STumber of checks deposited @ *02% 144 3.60 


N'umber of checks paid ® .04 

69.... 

....3.76 

Special check books furnished 


33 

Overhead 

For size .890. @.31 per M per mo 


36.... 

For maintenance @ .37 per mo 


......377,11 


Profit. ..... 

LOSS.. 5.34 


Remarks 


Accounts may be unprofitable for any one of 
the reasons stated in the preceding chapter, but 
the purpose and result of analysis is to show 
clearly where the cause for the loss hes and how 
much that loss is J 

Analysis Systems. — In using this method of 
determining whether an account is improfitable 
or not, it is not necessary to analyze every ac- 
count in the bank for the law of averages applies 
and the banker, having analyzed a representative 
group of accounts, can readily determine upon 
what basis the accoimt must be kept in order to 
be profitable in so far as the amount of the bal- 
ance is concerned. 

The distinction between the two general types 
of unprofitable accounts must he kept in mind, 
small accotmts, unprofitable because of insuffi- 

See Appendix III, Analysis of Accounts. 
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dent balance, and the larger accounts, unprofit- 
able for some other reason. 

In analyzing a small niunber of small checking 
accounts, the banker soon knows just about what 
the minimum balance should be to put the ac- 
count on a profitable basis. He can thus set 
a fixed amoxmt below which the small accounts 
cannot fall without being a loss to the bank. 

As far as the larger accounts are concerned, 
these are analyzed individually for they may be 
improfitable for one or more of various reasons 
such as float or high maintenance or activity cost. 

It has already been shown that the majority of 
accounts are small and keeping in mind the rela- 
tive simplicity of the procedure and the fact that 
few accounts have to be analyzed as the law of 
averages applies, it is logical to assume the value 
of analysis. 

What Analysis Shows. — ^As a simple, soimd, 
successful, inexpensive step in the direction of 
correcting the uneconomic situation at hand, 
analysis has great value for four reasons ; 

(a) Shows that a bank can lose on big ac- 
counts as well as small ones. 

(b) Shows the reasons for and the extent of 
the losses on checking accoimts. 
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(c) Shows the banker how to fix a basis for 
service charges. 

(d) Shows the depositor why a service charge 
is necessary- 



Chapter IV 

Installation and Operation of the Service Charge 

What Is a Service Charge? — ^Any service 
charge is, as the name implies, a charge made, by 
an institution or person performing some par- 
ticular service, against the beneficiary of that 
service. In practice, it means nothing more or 
less than paying for what you get. Banking serv- 
ice charges are made for various services which 
these institutions perform for their customers, 
but the one with which we are concerned here is 
the service charge on demand deposits or check- 
ing accovmts. The service charge on demand 
deposits “is and should be regarded as a payment 
which the depositor willingly makes as partial 
payment for the service which the bank renders 
in providing checking account service for deposi- 
tors whose average balances do not exceed 
$100” ^ or some other minimum balance fixed by 
analysis in the bank concerned. This definition 

^Bennett, Horace C. — “Is Your Stop Loss Charge Satisfactory?^* 
Published by Devlin and Bennett, Inc., and reprinted from Illinois 
Bankers' Association Bulletin. 


32 
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provides only for a charge on small accounts, 
but the charge may also apply to depositors 
whose accounts, although above the required 
balance, are xmprofitable for some other reason. 

The Purpose of a Service Charge.— The pur- 
pose of the charge is, of course, to stop some of 
the losses incurred in handling checking accoimts. 
It is a remedy for an uneconomic situation, by 
which everyone pays for what he gets. Keeping 
in mind the distinction between the small and 
large accounts, the service charge on the latter 
class is an end in itself, but on the small accounts, 
it is merely a means to an end and that end is 
increased balances. In other words, the service 
charge may have for its purpose payment for 
services rendered or may be used merely as a 
penalty or a correcting influence. In either ease, 
the ultimate aims of this remedy are the placing 
of cheddng account service on a sound economic 
basis and the stoppage of losses. Through the 
service charge, the depositor pays for service 
rendered and does this by either keeping a sub- 
stantial balance or by the payment of a fee. 

Installing the Service Charge. — The first 
step in the installation of a service charge is to 
determine the cost of handling the accounts in- 
cluding a knowledge of costs applicable to the 
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demand deposit and an analysis of the accounts 
as outlined in the preceding chapter. This is 
essential for determining upon what basis the 
charge is to be made and for a dear explanation 
to the depositor as to the reasons for the charge. 

With this information a bank can proceed to 
set an average daily balance below which an 
account cannot drop without being charged, 
which is the primary consideration for the small 
accounts. Thus, upon analyzing several himdred 
accounts a bank may, upon the application of 
the law of averages, conclude that an account to 
be on a profitable basis must have an average 
balance of $50, $100 or more as the case might 
be. When the income from a balance certain, 
from which proper deductions for float and re- 
serve have been made, just equals the sum of the 
costs of handl in g the account, that amount cer- 
tainly shovdd be the required average daily 
balance.^ This average daily balance is the basis 

®(a) Average Balance $100 (b) Average Balance $150 


Coat Description 

Income 

$.37 

Coat Description 

Income 

$.55 

Size Cost 

. $.04 

Size Cost 

. $.06 

Maintenance Cost .... 


Maintenance Cost ... 

. M 

3 Items @ .034 

. .10 

$.36 

8 Items @ .034 

. .27 

$.55 
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upon which the service charge on small checking 
accounts is made. 

But in fixing a service charge on small ac- 
coimts, in addition to the basic consideration of 
balance in the account, the factor of activity must 
also be considered. For any additional items paid, 
to the number allowable in order to just break 
even on an account, a charge is made although 
the balance may be sufficient. 

Upon the bases of balance and activity, the 
charge is made and this too, ■wiU vary between 
banks, depending upon size, local conditions, etc. 
These charges will range from 50j> upward per 
month.® For example, a service charge complete, 
might be stated as $1 per month when the aver- 
age daily balance for the month does not equal 
$100, allowing 15 checks to he drawn.^ This 
would be a just and equitable charge for a bank 
with resomces of about twenty million dollars 
in a city of about one hundred thousand people. 
This charge would be made in either of two cases, 
that the average balance drops below $100 or 

* Sec Appendix I, Question VIII. 

^Graduated scale applies, 

ThusH-On balance of $200—30 checks allowed 
On balance of $300 — 4^5 checks allowed 
and so on, 15 checks per $100 balance. 
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that more than 15 checks are drawn during the 
month. 

It is very important to note in connection with 
the service charge on small checking accounts 
that they can be given mass treatment and a flat 
charge adopted, which applies to all accounts. 
This is not true when considering the larger 
accoxmts to which individual treatment must be 
given. Each of these accounts must be analyzed 
as illustrated in the preceding chapter and the 
loss shown is the service charge which will he 
different for every account. For instance, in 
the case of the account under analysis, illustrated 
in the preceding chapter, the service charge for 
the month would be the loss as shown. 

Determining the cost of handling the accounts, 
the required average daily balance, and the 
charge to be made on aU accounts which are un- 
profitable, as indicated above, is the initial step 
in installing the charge. 

Co-operation of Other Banks. — It is advis- 
able, although not absolutely essential, to secure, 
if possible, the co-operation of the other banks in 
the same city or county. This may be done 
through the execution of county or clearing house 
agreements.® However if this co-operation can- 

'See Appendix IV, Clearing House Agreement. 
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not be effected, it is possible for a bank to install 
the service charge without it. But there are ad- 
vantages in co-operation including: ® 

(a) Concerted action strengthens plan. 

(b) Divides the burden of educating public. 

(e) Increases the spirit of co-operation among 

banks. 

(d) Beheves any one bank of the responsi- 
bility of introducing the charge. 

Clearing house rules are enforceable among 
banks and should be strictly adhered to in con- 
nection with service charges. 

“Pour banks in Janesville, Wisconsin, now using the 
service charge were required to put up a $500 bond for 
strict adherence to rules of the clearing house associa- 
tion.” 


Kducation. — The service charge is a proposi- 
tion which is more or less of a repulsive nature 
upon the face of it and it is justified and ac- 
cepted by all concerned only when fully under- 
stood. Therefore, it becomes the problem of the 
bank installing the charge to educate officers, 
directors, employees, depositors, and the general 

®A. B. A. — “The Service Charge — A. Plan for its Installation 
and Operation.’’ 

^Personal letter — ^Ptesident, First National Baiik5 Janesville, 
Wisconsin. 



38 The Service Charge on Demand Deposits 

public as to the reasons for the charge and the 
economic soundness of it. 

The educational work involved may be under- 
taken by the bank’s own personnel if adequate, 
but it is advisable to hire outside help if such is 
not the case. In case a bank cannot handle the 
work itself there are financial advertisers avail- 
able who make a specialty of this type of work. 

The work itself begins within the bank and 
consists of selling the proposition to the officers, 
directors, and employees. This may be accom- 
plished through personnel meetings, distribution 
of booklets, and discussions, all of which empha- 
size the service charge. All who come in contact 
with customers should be able to meet any ob- 
jections that may arise. Of course, the officers or 
the officer in charge of service charges will nat- 
urally more fully xmderstand the case at hand 
and although employees may handle customers 
as best they can, when the employee finds that he 
cannot meet the customer’s objections adequate- 
ly, or finds that the customer is not fully con- 
vinced, the best thing to do is to request an offi- 
cer’s aid in the matter.® 

Hducating the depositor must be given care- 

* See Appendix IV, Bequest for officer's help. 
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fill consideration. There are several means by 
which this may be done including: 

(a) Personal letters.® 

(h) Circular letters. 

(c) Personal interviews. 

(d) Newspaper advertising. 

(e) Booklets. 

(f) Announcement cards.^® 

The methods used depend entirely on local 
conditions and each hank can best determine for 
itself what means of education it should use to 
best advantage. However, a questionnaire, dis- 
tributed among banks who have already installed 
the service charge reveals significant informa- 
tion in connection with the problem of education, 
in which it was found that 91.5 per cent of those 
submitting answers consider educational work 
concerning the service charge advisable, 40.8 per 
cent would consider preparing educational work 
themselves, 58 per cent would employ outside 
help, and 90.1 per cent think it worth while to 
train employees to handle any objections that 
may arise.^^ 

•See Appendix IV, Personal letter. 

” See Appendix IV, Announcement card. 

^ See Appendix I, Questions III, IV, V, VI, and VIL 
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Cost of Installation. — The cost of installation 
will vary, of course, among banks, depending 
upon the methods used, but in any case the cost 
involved will be small in proportion to the gains 
derived from the charge. One bank in Illinois 
found that the complete cost of installation was 
paid in full by the first three months’ service 
charges. 

Operation of the Service Charge. — The serv- 
ice charge, when put into operation, will pro- 
duce the desired results, as will be explained in 
the next chapter, but there are several things to 
be kept in mind. 

In the first place, it must be remembered that 
the charge is a problem in salesmanship and con- 
vincing those affected by it that it is a fair propo- 
sition should never be neglected. If the depositor 
does not understand why his account should be 
charged through the medium of letters or adver- 
tising, he should be invited to call at the bank 
where someone will go over his account with him 
and explain why it is unprofitable. If this is done, 
he will become convinced that he should pay for 
the service he is getting and that it is only fair 
that he should do so. Checking acoimt service and 
its values should be emphasized in addition to the 
values of a substantial balance. 
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Secondly, it is essential that the hank main- 
tain good-will in every case, for that is among its 
most valuable assets. In this connection arises the 
question as to whether general broadcasting of 
the subject of service charges is advisable, in 
which case many who would not be affected by 
the charge itself are included. Would it not be 
better to merely notify the unprofitable custom- 
ers through letter or personal interview and thus 
bring the subject to the attention of only those 
directly concerned? That is a problem for each 
bank to decide for itself but, in any case, educate 
and convince the customer to the charge. It 
should not be forced upon him and he should be 
given every possible benefit of any doubt. 

A most important consideration is the time to 
put the charge into effect. It should not be 
slapped on with no notice whatever, but should 
be preceded by an extended period of education 
in which the depositors have a chance to under- 
stand and will not have a charge slip thrown in 
their faces on five minutes’ notice. This period 
niay be from one to three months depending 
upon local conditions. A service charge should 
be announced considerably in advance of the 
time that it is to take effect. 

In determining the amount and basis of the 
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charge, in order to avoid a lot of unnecessary 
questions and misunderstanding on the part of 
depositors in the future, it should be sufficient, 
that is, high enough, when first installed. It was 
found in a questionndre that 35 per cent of 
banks who had already installed the charge 
would raise either or both the amount and basis 
of the charge if doing it over again.^^ A service 
charge should be sufficient to start with and thus 
avoid raising it later on when foimd to be insuffi- 
cient. 

No accounts should be lost if it is in any way 
possible to maintain them even though they 
merely pay their keep, as future possibilities of 
appreciation and valuable connections must be 
considered. In this connection it is important to 
keep in mind the character of the depositor and 
how much his business is worth to the bank. 
However, some accounts are better lost than 
maintained for they are not profitable and never 
will be. 

do not want to Ime a single account we have 
— small or large — if we can possibly have them on at least 
a cost basis. We merely want them to pay for the cost of 
handling their own business. Onr theory has been that the 
smaE accounts would some day grow to be large ones and 
^See Appendix I, Question IX. 
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therefore we are willing to handle them at a cost^ not a 
profit, with that end in view/' 

This means that although the ultimate aim of 
the service charge is increased balances and 
profitable accoimts, payment of the charge itself 
will be accepted in lieu of losing the account 
although the balance is still not profitable. The 
charge merely pays for the keeping of the ac- 
count with no reasonable profit. 

In case a depositor cannot afford to maintain 
a profitable checking accoimt, it may be advis- 
able to advocate a transfer to a savings account 
imtil such time as a substantial checking balance 
can be carried. 

Where two depositors in the same family, es- 
pecially in the case of man and wife, are main- 
taining small accoxmts, payment of the charge 
may be avoided by suggesting the use of the joint 
accoimt which will in usual cases become profit- 
able because of the imion of the two balances to 
a point above the required minimum. 

The matter of making exceptions has been 
found to be a point of great controversy among 
the banks which have already mstalled the serv- 
ice charge. Some claim that they make absolutely 

“ A. B. A. — ^“A Conversation Between a Depositor and a 
Banker Regarding Service Charges on Small Checking Accounts.” 
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no exceptions while others say that exceptions 
are necessary.^^ If any definite exemptions are 
to be made, as in the case of employees, religious, 
fraternal, and charitable organizations, these 
should be fixed prior to the installation of the 
charge and strictly adhered to/®' The matter of 
making exceptions is directly related to main- 
taining goodwill and, as this is a primary con- 
sideration, exceptions may be made but only for 
a good reason involving some other connection 
with the bank, which is profitable. However, a 
bank should not grant any .unreasonable de- 
mands. 

Service charges may advantageously be ap- 
plied in any bank, regardless of size or whether 
the co-operation of other banks can be secured or 
not. 

^'Our experience justifies the belief that there is no bank 
too small for the service charge and that while it is more 
satisfactorily enforced when all of the hanks of the town 
agree to the rule, yet any bank can successfully enforce it 
without the co-operation of its competitors. This is true 
because of the fact that the more accounts of the character 
of those that are affected by the service charge the bank 
loses^ the better it is for the bank and the poorer the 

^*See Appendix I, Qn^tion I. 

^See Appendix I, Question X. 
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competing banks will be for accepting that class of busi- 
ness without applying the service charge/* 

In operating the service charge, a bank should 
keep in mind the distinction between the small 
and large accounts and the place to start the 
charge is with the low balance depositors. After 
the charge on the small accounts has been in 
effect a reasonable time, then the larger accounts 
may he analyzed and subjected to the charge. 

“The reason we have concentrated on low balance de- 
positors is because it offers the quickest source of additional 
revenue at the lowest cost to the bank^ and because the 
solution of the problem is comparatively simple once you 
have corrected the basic misunderstandings which most 
depositors have regarding checking account service/* 

A hank, in the entire operation must he guided 
by local conditions and hard and fast rules are 
impossible to set. The only hindrance to its suc- 
cessful operation is the competition for new ac- 
counts and the advertisement by non-charging 
banks to that effect, but it has been found that 

“Stephens, Dan V. — ^“The Service Charge Experiences of a 
Small Bank,” A. B. A. Booklet, The Service Chtwge on Un/praf- 
itable Checking Accounts, A Plan for its InstallaMon and Opera- 
tion, 

"Personal letter from Mr. Horace C. Bennett of Devlin and 
Bennett, Inc. 
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the latter class will lose in the long run hy accept- 
ing xmprofitable accounts. 

To summarize, we have now considered the 
situation with regard to improfitahle checking 
accounts and the underlying causes, have deter- 
mined upon a method by which unprofitable 
accounts may he located and the amount of the 
loss determined, and have suggested the service 
charge as a remedy hy explaining its installation 
and operation. Our next and final step is to see 
how the service charge has worked in actual 
practice, the results obtained hy the use of it, 
and its advantages to the hank, the depositors, 
and the general public. 



Chapteb V 


What a Service Charge Will Accomplish 

Effect of a Service Charge. — Once a service 
charge is installed, the depositors will react in 
one of several ways : 

(a) Willingly pay the charge. 

(h) Increase balances. 

(c) Withdraw accounts. 

(d) Transfer to a savings account. 

(e) Consolidate with other acaiunts. 

The service charge, having two principal pin-- 
poses, either payment for services rendered or a 
correcting influence, has been favorably received 
wherever it has been put into practice in the cor- 
rect manner. The class who willingly pay the 
charge comprises those depositors who maintain 
the business or larger accounts, and realizing the 
value of the service rendered, pay for it with- 
out objection in the majority of cases. This class 
may also include a few depositors carrying small 
accoimts, who, for some good reason cannot 
afford to maintain the required balance and 
would rather pay the charge and of course, re- 
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tain the benefits of checking account service. 
Those who increase their balances are fulfilling 
the ultimate end of the charge on small accounts 
and reaping the benefits of a larger balance by 
so doing. Those who withdraw their acco.imts be- 
cause of the charge are few in number and are 
unreasonable to the extent that they will not 
pay for what they get and would rather have 
free service than a strong bank. Some depositors 
will transfer their account to the savings depart- 
ment to avoid payment of the charge and usually 
discover later that they cannot get along with- 
out checking service and transfer back, either 
paying the charge or increasing their balances to 
the required amount. A few are justified in 
transferring to a savings account in cases where 
they cannot afford to pay for checking service. 
By so doing, they make their accoimts less ex- 
pensive for the bank to handle and continue their 
banking connection imtil sudhi time as they can 
afford to maintain a checking aecoimt. Very 
often accoimts of the same family or some other 
personal or business connection are consolidated 
into a joint account which is profitable to the 
bank because of the increased balance and avoids 
payment of the charge on two or more smaller 
accounts. 
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A study of the immediate reaction of one him- 
dred low accoxmt depositors revealed the follow- 
ing figures: ^ 

9 — Consolidate with other accounts. 

Transfer to savings. 

Normal closings. 

11 — Close because of charge — ^average balance, $15.4(T. 

— ^Build balances and escape charge. 

48 — Pay the charge. 

According to these figures the majority .pay 
the charge, but it must be remembered that this 
is an immediate reaction and after the charge has 
been in effect a reasonable time a large per 
centage will increase their balances, which is the 
desired end. The collection of service charges is 
greater the first few months of its operation. 
As time goes on, these collections decrease as 
depositors increase their balances to avoid pay- 
ment of the charge, making the ultimate end of 
the charge on small accounts a realization of a 
profit from a substantial balance. 

However, no matter what may happen in indi- 
vidual eases, the application of the service charge 
as a whole meets with practically few objections. 
In itself, it is economically sound, reasonable, 
fair, and just. Service charges have for many 

'Devlin and Bennett, Inc. — ^Booklet, What About the Semico 
Charge? 
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years been a common practice with some of the 
larger banks, but it has only recently been 
adopted by most of the smaller or country banks 
where the emphasis is shifting from the number 
of accounts to quality of accounts. 

An y fear of its not “going over” with the de- 
positors has been dispelled by proper installa- 
tion, education, and the maintenance of goodwoU. 
It has the endorsement of labor imions. Dis- 
patches received indicate that the South Carolina 
Senate has unanimously rejected the bill to pro- 
hibit the service charge and in a recent decision 
of the Mississippi Supreme Court the charge was 
given a clean bill of health as to its legality. AH 
these observations are of little value unless we 
determine how the banks themselves feel about 
the charge and what effect it has had on their 
business. The experiences of a number of banks 
who have recently installed the charge are as 
follows: 

Bank 1 . — e are well pleased with it. Our de- 
posits did not decrease and the service charge 
collected monthly is gradually getting smaller, 
showing the results desired — ^building up of 
deposits with profitable balances. 

Batik 2 . — ^The rigid application of an adequate 
service charge is very necessary if banks are to 
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remain prosperous and earn a fair and reasonable 
dividend — ^but only as a means to educate people 
to maintain balances commensurate vdth the 
volume of their business. 

Bank 3 . — Since adopting the service charge 
several years ago, we have recently changed our 
charge from 50 j to $1 on balances below $50. 
We recommend that if any banks are considering 
a service charge they make it plenty high to start 
with so that no changes would have to be made 
in the future as it eliminates a lot of unnecessary 
questions raised by depositors. 

Bank 4 -. — e have foimd that the diarge will 
raise balances. We recommend education through 
personal interview only, and exceptions in case 
of other profitable connections. 

Bank 5 . — See table on page 52. 

Bank 6 . — Our printed matter with reference 
to the service charge was sent out to 1650 of our 
customers. I w;ould estimate that about 150 of 
the above customers carried an accormt generally 
in excess of the $100 daily average, leaving 1500 
accounts usually below the $100 daily average. 

700 accounts are now paying tiie service charge 
300 accounts have increased their balances 
500 accounts have been closed 


1500 
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384 average balance after treat- 491 average balance after treat- 
ment 143,55 ment 314.50 



What a Service Charge Will Accomplish 53 

Of this 500, probably one-half were dormant 
accounts having only a very small balance. Of 
the remainder quite a niunber were closed 
through consolidation with other accounts, that 
is, where both husband and wife were carrying 
personal accounts they were consolidated into 
one. Quite a number of accounts were closed be- 
cause the people thought it would be impossible 
for them to carry a daily average of an 3 rwhere 
near $100 and decided to do without a checking 
accoimt. Very few, if any, of the accounts were 
taken to competing banks. We are very well 
pleased with the results and our customers, gen- 
erally, appreciate the fairness of the arrange- 
ment. It has in no way decreased the mnount 
of our total deposits. 

Bank 7. — We are getting wonderful results. 
Very little trouble. Bankers are very much sold 
on this charge. Public seems satisfied. 

Bank 8. — ^We put on an educational program 
and we are well pleased with the results. 

Bank 9. — 40 per cent of the accoimts affected 
brought balances up to the requirement in the 
first three months. 

Bank 10. — ^Niunber of checking accoimts re- 
duced in two years about 25 per cent to 30 per 
cent, but balances of those retained were from 
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70 per cent to 75 per cent larger than former 
totals. 

Bank 11.— In treating 1050 unprofitable ac- 
counts, at the end of 60 days we had the follow- 


ing results: 

Kumber of accounts charged service charge 

Exempt on account of having savings account of $300 or 

over * 

Accounts closed 

Accounts with balances increased - 

Accounts remaining inactive 


540 

85 

133 

505 

76 


1050 


We have made the exception among the local 
banks of charging on ehedring accoimts when the 
parties carried a savings accotmt in their name of 
$300 or more. We also exempted people who had 
accounts of $100 or less on which no checks have 
been drawn. Our service charge, through the 
clearing house, has been conducted for about 
five months. We have now lost about four htm- 
dred of the original 1050 accounts, as one of our 
local banks left the clearing house and handled 
smgll unprofitable accounts without charge. Of 
the 206 accounts who increased their balances, 
the average balance was $379 when previously 
they carried less than $100, 

Bank 18 . — ^Where charge is uniformly adopted 
in a community, many unprofitable accoimts are 
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shifted from one hank to another and on a proper 
paying basis at the new location. Net result — 
few lost and all better. 

Bank 13. — ^Reactions have been pleasing to 
such an extent that we regret we did not in- 
augurate this system years ago. 

Bank 11^. — Service charge went into effect 
April 1, 1928. At that time accounts under $100 
were 52.8 per cent of total aceomts. Accounts 
$100 to $300 were 21 per cent of total accounts. 
February, 1929, accoimts under $100 reduced to 
45 per cent — $100 to $300 increased to 26 per 
cent. Service charge generally accepted as jus- 
tified. 

Bank 15. — ^Very satisfactory arrangement. 
Lost some accounts, but our average charge is on 
200 accounts, a revenue to the bank of $100 a 
month, besides increased balances and savings 
on checks and stationery. The small accounts 
were the biggest users of checks. 

Bank 16. — ^AU banks (nearly) ha this district 
worked together in putting it across. Arrange- 
ment very satisfactory. Charge is against about 
20 per cent of all commercial accounts. 

Bank 17. — ^While we closed about 700 small 
coromercial accounts during the first half of 
1928, our commercial balances this date are about 



56 The Service Charge on Demand Deposits 

$100,000 higher than they were a year ago. The 
total of the monthly charges has dropped from 
402 for the first month to 261 for January, 1929. 

Bank 18. — ^Decrease in accounts and cost of 
operating and an increase in deposits. 

Bank 19. — Have larger profits for the bank. 

Bank 20 . — Our bank lost over 4000 accounts, 
but gained in deposits. All bankers well pleased 
with the service charge and would not go back to 
the old way. 

Bank 21. — e consider our experience abso- 
lutely satisfactory. We did a thorough job of 
educating both the public and our internal or- 
ganization as to the necessity and the equity of 
the charge. We used direct mail, newspapers, 
window and lobby displays. It was a joint cam- 
paign of four clearing house banks and trust 
companies. Results: a shrinkage in the mnnher of 
accounts (all of them heavily unprofitable) ; an 
increase in aggregate deposits ; a building up of 
individual deposits; an increase in revenue (from 
the fees) ; a better appreciation of the worth of 
bank service on the part of the customer. We 
have created in the average depositor’s mind an 
appreciation of the value of a cheeking account 
and other bank services. We have also been able 
to reduce oxur salary expenses somewhat. We 
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give better service now to our checking accotmt 
customers. 

Bank 22 . — ^In the movement to impose a serv- 
ice charge, all the banks in the clearing house 
joined and engaged a firm of financial adver- 
tisers in Chicago to conduct the campaign. The 
firm held several meetings with the officers and 
employees of the hanks and gave full instructions 
concerning the new system. It also provided 
literature to he mailed to the bank’s customers 
and provided “copy” for advertisements in the 
newspapers. As a result of the measures of pre- 
paredness, the innovation was effected without 
friction. Naturally all the hanks lost some cus- 
tomers, but almost without exception these were 
of the non-profitable class and at the close of the 
first month the sum total of the service charges 
far more than compensated for the closed ac- 
cmmts. One very gratifying feature of this sys- 
tem is reduction in overdrafts. Many who closed 
checking accoimts opened interest-hearing ac- 
counts. The adoption of a service charge by the 
hanks imposes no hardship because the security 
and convenience afforded by a checking account 
easily is worth the small fee that is exacted. In 
my opinion, hanks and customers alike, are satis- 
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fied that the service charge is warranted and 
worth while. 

Bank S3. — ^We lost many small accounts. 
These involved much labor because they de- 
posited small amounts each day and immediately 
drew checks against them. Our checking account 
total deposits grew larger due to the increased 
balances and we did not need the services of three 
or four employees — one teller, two bookkeepers, 
and one clerk. 

Bank S4 . — ^Resiilts are all that could he desired 
in spite of the fact that our plan was anything 
but perfect. In 30 per cent of the accoimts treated 
we found increased balances. 

Bank: S5 . — Our experience has been that we 
Ic»t no worth-while business either from the 
standpoint of balances or goodwill and that, in 
about 75 per cent of the cases, our customers 
have raised their balances to the required amount. 

Bank 26. — ^The service charge is working very 
satisfactorily. When it was first started we lost 
approximately 600 personal checking accoimts. 
However, they only averaged a balance of about 
$30 per accoimt so the loss from the standpoint 
of revenue was not startling. We lost very few 
business accounts owing to the fact that we so 
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thorougHy believed in the service charge and 
sold each business man individually on the idea. 

Bank 27 . — Many small acco.imts closed out 
entirely, reducing a considerable arnoimt of 
work. Transferring checking accounts to savings 
accounts, building up checking accounts, and a 
revenue derived from the service charge. 

Bank 28. — 'We believe the service charge on 
checking accounts wiU'be a imiform practice in 
all banks. It is spreading very rapidly and in our 
bank it has been a marked success in two years’ 
actual experience. 

Bank 29 . — We did lose a number of accounts, 
but their balances were exceedingly small and 
were a positive loss to the bank. However, we 
have again reopened a number of these accounts 
as people realized that they had been getting all 
the benefits of a checking account at a distinct 
loss to the bank. 

Bank SO. — ^We put the service charge into 
effect a year ago last J anuary. The amoimt of 
monthly charges has been declining ever since, 
as customers are slowly building up their bal- 
ance, and thus escaping the charge. Of course, 
there will always be some folks who cannot or 
will not carry the required amount and prefer 
to pay the service charge rather than be without 
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the service as already we have had many cases 
of reopened accounts in which people have tired 
of trying to run their own bank and pay by cash. 
They have found that we, by handling it on a 
wholesale basis, can do it cheaper than they can 
themselves individually. At the present time we 
hear so little complaint that we can almost say 
there is none; as our educational program set 
forth and showed that it does cost banks consider- 
able to handle a checking accoxmt. 

The Service Charge and the Banker. — To 
the banker, the service charge means : 

(a) Decrease in small checking accoimts. 

(b) Increase in total demand deposits. 

(e) Profitable balances. 

(d) Reduction in overdrafts. 

(e) Decrease in overhead costs. 

(f ) Source of quick revenue. 

(g) Reduction in interest paid and not earned. 

(h) Education of depositors to bank costs. 

(i) Increased earnings. 

Any business lost is usually improfitable. 

The Service Charge and the Depositor. — To 
the depositor the service charge means : 

(a) A new appreciation of the value of check- 
ing account service. 

(b) Education as to bank costs. 
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(c) A disposition to be fair. 

(d) Better service from bis bank. 

(e) Appreciation of the value of a substantial 
balance which: 

(1) Builds his credit. 

(2) Meets his emergencies. 

(3) Creates confidence in him. 

(4) Earns prestige for him. 

The Service Charge and the Public. — ^To the 
public, the service charge means : 

(a) Stronger banks through increases in de- 
posits and earnings. 

(b) More education and a knowledge of the 
banking profession. 

Conclusion. — The service charge on demand 
deposits, as a remedy for xmprofitable checking 
accoxmts, at least deserves the consideration of 
every banker. The facts herein presented indi- 
cate a strong case for the proposition. Many 
banks have already installed the charge and it is 
producing the desired results and it will only be 
a few years before the service charge on demand 
deposits will become a uniform practice among 
banks throughout the coimtry. 
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Appendix I 


Geographical Distribution of Replies 
Questionnaire 

California — 

Indianapolis 

jLos Angeles 

DaFayette 

Connecticut — 

Muncie 

Hartford 

Kentucky — 

New Haven 

lAJuisville 

Georgia — 

Maine — 

Atlanta 

Bangor 

Illinois — 

Maryland — 

Champaign 

Baltimore 

Chicago 

Massachusetts — 

Danville 

Boston 

Decatur 

DeKalb 

Springfield 

Mattoon 

Michigan — 

Moline 

Flint 

Morris 

Grand Rapids 

Peru 

Royal Oak 

Rock Island 

Ypsilanti 

Savanna 

Minnesota — 

Indiana — 

Minneapolis 

Evansville 

Missouri — 

Gary 

Kansas City 

Greencastle 

St. Louis 


65 
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New York — 
Jamestown 
New York City 
Syracuse 
Utica 
Westfield 

Akron 

Barberton 

Cleveland 

Columbus 

Dayton 

Marion 

Springfield 

Steubenville 


Pennsylvania — 
Butler 
Franklin 
Hazelton 
Philadelpbia 
Pittsburgh 
Virginia — 
Richmond 
Washington — 
Tacoma 
Wisconsin — 
Beloit 

Fon du Lac 
Janesville 
Madison 
Ripon 


Results of Questionnaire 

A questionnaire was distributed among 100 banks in 
various parts of the country, as a result of which 71 replies 
were received* 

The purpose of the questions was to find out bow the 
service charge was working in actual practice, methods 
used in installing and operating it, the opinions of those 
who have had experience with it as to its merits or de- 
merits, and just how much it has accomplished for those 
who have used it. 

Question I 

The hanhs do not want to make any exceptions to the 
rule. They want to collect the charge from every one who 
should rightfully pay it. 
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While they realise that a certain number of people ‘will 
withdraw their accounts, they are anxious to retain as many 
as possible of their present customers, prodded they can 
retain them on a profitable basis. 

As far as it is possible, they want to build the balances 
of the depositors affected. 

From your experience, do you consider these three things 
possible? 

Answers 


Yes 55 

Qualified Yes 13 

Qualified No 0 

No 3 


T1 


Qualified answers and comments include; 

1. Some exceptions are necessary. 

2. We make no exceptions in regard to service charge on 
our commercial accounts. We are, of course, anxious to 
retain all the customers we can and hope those who remain 
with us will build up their balances so they will be profit- 
able to the bank. 

3. Some exceptions are necessary, such as: 

(a) Small accounts that are directly related to other 
good accounts. 

(b) Accounts of religious and fraternal organizations. 
It is merely a question of salesmanship. Most people see 

the justice of the bank’s attitude and either: 

(a) Cheerfully submit to the charge. 

(b) Build up their balances or 

(c) Transfer to a savings account not subject to 
check. 
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Naturally, the banks would much prefer not to have to 
make the charge and would rather see the balances in- 
creased to a point where the accounts would be profitable. 
The successful application of the service charge on the 
above basis is not only possible, but quite easy if handled 
in the right way. 

4. Yes, with the exception of the first rule. Exceptions 
are usually made because of affiliated accounts, bond busi- 
ness, etc. 

5. Yes, in the main. 

6. Accounts lost here were only ones unprofitable and 
mostly those that had never been profitable. 

7. Only exception is church accounts. 

Collect from all others. 

We tried to retain all accounts possible. 

A considerable number have increased the balances and 
are not now subject to the charge. 

8. No exceptions except cases controlled by courts which 
are very, very few. 

9. Increasing balances is the chief purpose and not the 
small amount received from charges. 

10. Not only possible but practical. 

11. We make absolutely no exceptions. No desirable ac- 
counts lost and average balances have increased. 

12. Yes, all three are possible, as we know from ex- 
perience. 

IS. These three principles can be carried out to a con- 
siderable extent. 

14, The service charge will cover the cost of carrying 
the account, but is not profitable and we would prefer to 
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have the customer build up the account to a profitable 

basis. 

15. We do make exceptions to the rule. It is our object 
to collect the service charge from every one who should 
pay it^ but I am sure our experience is not unlike the ex- 
perience of other banks in that occasionally an officer of 
a firm carrying a good account^ or some one who is un- 
usually active in securing new business for the bank^ will 
want to carry a checking account with an average balance 
under our regular requirement. Such exceptions are not 
made promiscuously^ but it is obvious that some exceptions 
in unusual circumstances must be allowed. 

It is true that a certain number of people withdraw their 
accounts because of the service charge^ but we should say 
that such withdrawals are usually by people who do not 
have a sufficient amount of money available to keep their 
average up to our requirement and who have no near 
prospects of increasing their supply of cash on hand; or 
whose present need for checking account service is so small 
that it does not justify the expenditure of the service 
charge. In common with other bankS; we want to keep as 
many of our present customers as possible, provided their 
accounts are profitable, or at least do not show a loss. 

It seems improbable that the system of making a flat 
service charge when average balances fall below a specified 
minimum is in itself conducive to the building up of busi- 
ness by the depositor affected. 

16. No. For example, we have a customer who carried a 
profitable account and his wife wishes to carry a household 
account, which from our experience is liable to be over- 
drawn from time to time; we still do not feel that we can 
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apply a charge to such an account. The same holds true 
of officers of corporations carrying • large balances and 
occasionally we are forced to carry accounts of near rela- 
tives of good customers. 

17. From our experience with the service charge^ we con- 
sider it possible for a bank to charge all its customers^ 
without making any exception to the rule. It must be 
realized that some accounts will be lost. However^ if the 
service charge is properly sold to the customer, little 
trouble will be experienced. This is best done by showing 
them an analysis of their account and explaining to them 
just how they may overcome the service charge by build- 
ing up their balances, drawing less checks, etc. We feel 
that it is possible to retain practically aU depositors who 
have been handled in this manner. Our experience is that 
many of our customers have built up their balances and 
they are proud of the fact that they are showing the bank 
a profit instead of a loss. 

18. We make a number of exceptions for business rea- 
sons, but the number is very limited in comparison with 
total number of accounts. 

19. We heartily recommend that the service charge 
should be installed with no exceptions to the rule. Experi- 
ence of banks installing it with exceptions results in the 
exceptions becoming the ruling. 

Our experience from the first year's operations which 
started March, 1927, was as follows; 

38%. of accounts treated pay the charge 
38% of accounts build up their balances 
28% of accounts were closed 
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Sixty per cent of the aceonnts closed carried balances 
ranging from $25 down to $1.00 or less. These were ac- 
counts which always kept the activity of the teller's win- 
dows and the bookkeeping department at a high point. 

20. We do not make any exceptions to the service charge 
rule and we do collect the charge on customer's balances 
that are not commensurate. We have had a few of onr 
accounts withdrawn due to the fact of the charge_, but such 
accoimts were not handled on a profitable basis. We make 
it a rule to urge upon our depositors the necessity for them 
to keep balances of $100 or more in order not to be charged. 

21. The first statement as to collecting the charge from 
every one who should rightfully pay it, has been found 
impracticable with us. We make exceptions due to business 
connections, amount of business with other departments, 
etc. The second and third statements, however, are qpite 
true. 

22. This bank does not make any exception to the rule 
of making service charges. It has been our experience that 
the service charge properly handled and explained does 
not meet with any great amount of opposition, as people 
realize that they must pay for what they receive, and if 
they are not carrying sufficient balance to enable the bank 
to handle their account on a profitable basis, they do not 
object if a service charge is made. 

2S. In the event that a depositor carries a very good 
balance in an interest account, we make an exception. This 
happens very frequently. 

The percentage of accounts closed because of service 
charges is very small. 

This bank would prefer to be obliged to make no service 
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charges whatever providing the depositors in this par* 
ticnlar class of accounts would build up their balances to 
the required amount. 

24. These three things are possible. We have lost comr 
paratively few accounts and none that we would consider 
worth while. 

25. We believe these three things possible to a very high 
degree. Of course, they can never all be followed without 
exception. 

Question II 

About what percentage of your checking accounts are 
profitable^ 

Answebs 


A limited number of banks answered this question. These 


are tabulated as follows: 




Percentage 


Percentage 


of Profitable 


of Profitable 

Bank 

Accounts 

Bank 

Accounts 

No. 1 

25 

19 

75 

2 

51 

20 

65 

3 

25 

21 

80 

4 

35 

22 

50 

5 

93 

23 

90 

e 

85 

24 

........ 50 

7 ..... 

80 

25 

50 

S ..... 

90 

26 

40 

9 ..... 

42 

2T ..... 

35 

10 

100 

28 

66 

11 


29 

20 

12 

50 

30 

75 

13 

60 

31 

20 

14 

60 

32 

60 

15 ..... 

15 

33 

40 

10 

50 

34 

90 

IT ..... 

68 

35 

50 

18 

T5 

36 

50 
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Percentage 


Percentage 


of Profitable 


of Profitable 

Bank 

Accounts 

Bank 

Accounts 

3T 

36 

44 

33 

38 

100 

45 

40 

39 

80 

46 

50 

40 


47 

75 

41 


48 

33 

m 


49 

40 

43 

90 


Median 53.4*^ 


Otter qualified answers and comments include: 

1. Very Mgh. 

2. All above $300 average dally balance. 

3. Practically all. 

4. Since applying the service charge our unprofitable 
accounts have been greatly reduced. 

5. Third unprofitable^ third just about pay their way^ 
and third are profitable. 

6. AU^ since we are making service charge. 

7. 60 per cent before adopting service charge. 

8. About 30 per cent were before service charge was 
started. About 68 per cent now profitable. 

9. About 75 per cent now. Before charge — 50 per cent. 

10. 35 per cent prior to installation of service charge. 

11. 80 per cent. Before service charge not over 50 per 
cent and likely less. 

12- Practically all now (after charge) carry themselves. 

13. 64 per cent of commercial accounts were tinder $100^ 
amounting to 3.6 per cent of total deposits. 

14. Unknown exactly_, but materially increased since our 
service charge campaign. 

15. Practically 100 per cent because those with less than 
the required minimum pay the charge for service. 
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16. Before service charge^ 40 per cent; since charge, 80 
per cent. 

17. About 22 per cent of onr checking accounts are un- 
profitable; 5S per cent show neither profit nor loss; and 
25 per cent are profitable. 

18. We are analyzing approximately five hundred busi- 
ness accounts in this bank, and find that 49 per cent of 
them are on a charge basis^ the charges running all the 
way from to $80 or $40. On our personal checking 
accounts we are charging approximately 225 out of 1662 
accounts. 

19. About 65 per cent of all the individual checking 
accounts were below $100 prior to the charge and had an 
average daily balance of less than $25. These same accounts 
represented only 6^ per cent of the total deposits. 

Question III 

Do you consider educational work concerning the service 
charge adviscMe^ 

Answers 


Yes 61 

Qualified Yes 4 

Qualified No 1 

No 5 


71 

Qualified answers and comments include: 

1. Yes, but would prefer a joint educational advertising 
campaign over the signatures of all local banks. 

2. Educational work concerning the service dharge is 
certainly advisable. The success of our campaign, we feel 
sure, was due to the educational work conducted before it 
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was put into efFect^^ not only among the depositors, but also 
with the clerks, officers, and directors, 

S, Some sort of propaganda (I use the word advisedly) 
must be resorted to, to offset the thorough advertisement 
made by banks a few years back to the effect that people 
should “pay their bills by check.” It seems to-day that 
that advertising was over-effective. 

4. I consider educational work concerning the service 
charge very advisable. Of course, the best method would 
be to have all of the banks in a city do this under a clear- 
ing house agreement, but if it could not be so done, then 
the individual bank instituting the charge must do so alone. 

5. Education of the customer is absolutely essential if 
the service charge is to be a success. When the service 
charge was inaugurated in this bank we tried to get in 
touch with all our business accounts in order that we 
might go over the analysis of the account with them for 
several months past and explain the various set-ups, and 
sell them on the idea that the account should show the bank 
a profit. 

6. We consider the educational work concerning the 
service charge the keynote and attribute it to the success 
of the plan, 

7. We have endeavored to educate our customers by send- 
ing out a form circtilar regarding the service charge and 
assuring them that we are in business to make money and 
cannot afford to let their accounts show a loss. 

8. The only educational work which we did concerning 
the service charge is the preparation of a booklet which is 
sent out with the notice of the charge. We have thought it 
more advisable to make the service charge to the customer’s 
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account^ notifying Iiim and at the same time inviting him 
in to talk it over^ more in detail^ with one of our officers. 
After going over it with the customer^ we may refund the 
charge — if the first time — ^upon his promise to maintain a 
larger balance. 

9. Educational work concerning service charges^ where 
they have not been previously introduced, is absolutely 
necessary. It is also necessary, I believe, that all banks in 
a community work together on a matter of this kind. 

10. I do not advise general broadcasting on the subject, 
as it is desirable to reach only those customers affected. 
General distribution of literature, newspaper advertise- 
ments are bad because they are liable to offend many peo- 
ple who would never be affected by the charge. 

11. We most earnestly recommend educational work to 
prepare bank’s customers for the service charge. 

12. In our case, not necessary, as the clearing house 
association has established a uniform charge. 

13. Advisable, but difficult to get over. 

14. Yes, very necessary. It’s hazardous to install it 
without educational work. 

15. Absolutely necessary. 

16. Yes, we utilized three months’ campaign of educa- 
tion before adopting the charge. 

17. Cannot be done any other way. 

18. Extremely so. This is the most important part of 
the campaign. 

Question IV 

Would you consider f reparing educational work on the 
charge yourselves? 
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Answers 

Yes S3 

Qualified Yes 6 

Qualified No 6 

No 36 


71 

Qualified answers and comments include : 

1. We send a form letter to customers at the time their 
accounts become subject to our service charge. This con- 
stitutes the extent of our educational work and of course 
the letter was prepared by us. 

2. When we instituted the charge we prepared our own 
educational work. We started off by requesting the cus- 
tomer to call at the bank in order that we might talk with 
him regarding his balances and showed him the actual 
figures and how we arrived at our cost and what it was 
costing us to carry his account and told him that either a 
service charge of $1.00 would be made or a balance of 
$200 would be required. Later, due to the slowness of this 
method we prepared and sent out over a period of nine 
weeks, circulars leading up to the fact that a charge would 
be made and the final or ninth circular was only sent to 
such customers as were to be charged, the others going to 
all customers, 

3. It would be rather hard for the average man to pre- 
pare educational matter to sell the public on service charges 
for personal checking accounts. This was all handled for 
this bank by a firm that speciali 2 ?es in selling the service 
charge to the public. Business accounts should be handled 
individually and personally by the officers of the bank. 

4. By no means, no. 
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5. This will vary according to the set-np of each indi- 
vidual bank. Banks having extensive advertising depart- 
ments and a personnel with time to devote to preparing 
such work would Be advisable. 

6. We would prepare a form letter to be mailed to each 
of the customers subject to the charge. The letter should 
explain how a bank makes its profits and should point out 
that a cheeking account should have sufficient balance to 
offset the cost of handling. It should then express the hope 
that the balance can be built up so that a charge will not 
be necessary. Finally, it should say that otherwise it will 
be necessary to make a charge at the end of the following 
month. In other words, give them a month’s notice and also 
invite them to drop in and talk it over with an officer or 
designated employee. After the sending of the letter, no 
further notice or advice is necessary, the monthly charge 
ticket being returned to the customer with his statement 
and canceled vouchers at the end of the month. 

7. If the bank has a good copy-writer, yes. If not, no. 

8. We endeavor to have a personal discussion with small 
depositors. 

9. Only in the sense of an occasional folder or circular. 

10- Yes, if not otherwise available. 

II. We considered it for some time, but finally decided 
to employ outside help. 

12- That should be prepared by financial advertising 
counsel who have a service tried many times in different 
types of communities and proven successful, 

13. We did consider it but, all things considered, we 
decided to buy it. 

14. No, not if good specialists were available. 
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15. We did not do the work ourselves and are much 
pleased with results. 

16. No. We believe it is best and we found it so^ to hire 
some competent advertising firm to put on the work sys- 
tematically. 

17. Yes^ as communities diiOTer. 


Questions V and VI 

Would you employ outside help9 If so, whom? Financial 
advertisers? 

Answers 


Yes 38 

Qualified Yes 3 

Qualified No 0 

No 30 
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Qualified answers and comments include: 

1. We did employ outside help and have been very glad 
we did. The work of the firm we employed was very effec- 
tive and well arranged. The personnel of the firm was fine 
and it seemed to produce the desired effect. 

2. We use our own publicity department. 

3. Yes^ some good financial advertising firm which makes 
a specialty of selling the service charge to the public. 

4. We used a specialist firm. They are very good. 

5. We believe outside help, particularly financial adver- 
tisers having studied this plan, should be employed. 

6. No. Quite unnecessary. 

7. Concerns who have had experience in installing serv- 
ice charge systems. 

8. Yes, we did so. The fees, including advertising and 
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complete installation, were paid in full by tbe first three 
months’ service charges. 

9. We did and would again if it were done over. 

10. No, because we have necessary staff. 

11. No. The bank should best be able to reach its own 
customers. 

12. Yes. We would employ financial advertisers because 
they have the proper stuff at hand to meet any situation. 

IS, Any one who is equipped and has made a study of 
this work. 

Question VII 

Do you thinJc it worth while to train employees to handle 
any objections that may arise f 

Answers 


Yes 58 

Qualified Yes 6 

Qualified No 0 

No 7 


71 

Qualified answers and comments include: 

1. No. Preferring all objections and inquiries sent to a 
junior official. 

2. That was part of the education campaign to have 
literature prepared and instruct our people as to how to 
handle objections. 

S, Our counter men, both officers and employees, under- 
stand and meet objections which arise. 

4. It is decidedly advisable to have employees who are 
able to handle any objection that may arise, but we do not 
put them through any special training for the purpose. 
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relying upon their knowledge of this and related subjects 
acquired by practical experience. 

5. I think it quite important that the employees should 
be trained to handle any objections that might arise and 
thoroughly understand our method of cost figuring and our 
reason for making the charge. 

6. Employees should not only be trained to handle all 
objections that may arise^ and there will be a great number 
of them_, but they should be sold on the service charge 
also in order that they may sell the customers more effec- 
tively. 

7. Yes. Even though they might not handle difficult 
objections, it gives them an insight as to what is going on 
and has good moral effect. 

8. By all means, employees of banks should be trained 
to handle any objections that may arise. A series of meet- 
ings with all the employees of every bank in this town 
was held and the whole proposition was laid before them, 
showing them in detail the cost of serving these accounts. 
They were instructed on how to meet the customers* objec- 
tions and how to sell or convince the customers that the 
action was justified. This part of the program, we believe, 
to be very important and should never be overlooked in 
the installation of the service charge. 

9. We do think it necessary to train our employees to 
be able to answer any objections that may arise. If a cus- 
tomer cannot be satisfied by the explanation that the 
employee is able to make, then the former is referred to 
an officer. 

10. All employees coming in contact with the public 
should, of course, be conversant with the details of the 
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charge^ although we do not encourage (in factj we naturally 
discourage) a teller from going over the analysis with a 
customer, because his time is not available for that kind 
of work. 

11. The employees attended two meetings and were in- 
structed on how to handle the objections andl were also 
advised to refer the “hard boiled” ones to an officer. 

IS. No. All objections are taken care of by some officer 
of the bank. 

13. In a large banking office — ^yes. In a small bank, any 
officer should be able to handle. 

14. To a limited extent. 

15. Employees, such as department heads^ should be 
trained to aid officers in meeting any objections that may 
arise. 

16. Better to refer to officer. 

17. Very essential. 

18. Yes, very important. Tellers, clerks, and bookkeepers 
are a bank’s point of contact with customers. 

19. Yes, sir. 

£0. Certainly. 

£1. Of course. 

££. The executive officers should handle this detail^ as 
they are advised what to say through their connection with 
the organization putting on the campaign. 

£3. Absolutely. 

£4. This is an important and essential feature; we at- 
tribute a good part of our success in our campaign to the 
informed and wholehearted help of our staff in handling 
objections. 
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25. Very mncli worth while. We conducted classes cover- 
ing every possible objection. 

Questiofi VIII 

What is the amount and basis of your chargef (See chart) 
Schedule of Service Charges^ 


(Study based on 58 towns and cities in 18 states) 
(Population as shown in 1920 census) 


Amount 

Basis of charge 

Number of towns 
using amount and 

of charge 

average daily 

basis as shown 

per month 

b^ance 

in columns 1 & 2 



Towns under 5,000 

$ 75 

1 

S0(f 

50 

1 

50^ 

100 

3 

50^ 

Towns — 5,000 to 20,000 

$100 

6 

50^ 

50 

1 

SOd 

25 

1 

$1 

50 

1 

u 

Towns — ^20,000 to 50,000 

$100 

3 

$1 

50 

1 

50^ 

100 

7 

754 

100 

1 

504 

150 

1 

504 

75 

1 

504 

Town&— 50,000 to 100,000 
$100 5 

$1 allowing 15 checks 

graduated scale .... 100 

1 

^All charges are on a monthly basis. 
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Towns— 100,000 to 500,000 


$1 .. 

$300 

3 

$1 .. 

100 

4 

50?f 

100 

€ 

50^ .. 

m 

1 

On balances under $100, 50^ or $1 according to activity. Bal- 

ances $100 to $^00, SO checks allowed and over that according to 
activity. 

Towns — 500,000 or more 

50^ .. 

$100 

1 

$1 .. 

100 

9 

$1 .. 

300 

1 

$1 .. 

500 

Loss to bank plus a reasonable profit 

1 

$1 .. 

$900 

Expense estimated at 3^ per item 

9 

$S .. 

$500 

1 


Question IX 

Would you make any change in the amount and basis of 
your charge if you were doing it over again? 


Answees 

No 54.9% 

Would Increase 35 

Change for Other Reason 10.1 


Comments indtide: 

1. We feel that the time will come when this basis will 
change (50^ tinder $100), as many acconnts are still quite 
unprofitable, depending on the number of checks deposited 
and the number of checks drawn during the month. 

2. When the charge , was inaugurated, we made a flat 

charge of 4^ per item on checks both deposited and paid. 
This has recently been changed. We now charge on 

checks deposited and on checks paid. 
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3. We would increase the service charge from 50jS 
to $1.00. 

4. The charge thus far has worked very successfully 
indeed^ and we know of no plan whereby we could change 
this article or improve on it. 

5. We are well satisfied with the present basis of our 
service charge, 

6. Nothing to prevent making a change at any time^ but 
it is usually desirable for all the banks in one place to 
agree to make the change at the same time. In cities, this 
is arranged through the clearing house. 

7. Yes — ^raise the amount — but present figure is a clear- 
ing house regulation. 

8. It is working very satisfactorily. Have had six 
months’ experience only, perhaps not enough to know 
whether we shall make any change in the rate later. 

9. No — although a charge of $1.00 is necessary to break 
even, our bankers seem satisfied with 50 ^ charge. 

10. No. However, after the charge is installed, it might 
be advisable to increase the charge at the end of the first 
year’s use of it. 

11. Yes. Would make no exceptions. Commercial account 
should stand on its own. What is made on $300 savings is 
lost many times on small checking accounts. 

12. Would allow maximum of three or four checks with- 
out charge. 

13. Checking at diiFerent times has shown the rate to he 
right. 

14. We would probably raise both the fee and the mini- 
mum deposit provisions. 



86 Appendices 

Question X 

Do you exempt employees^ religious and fraternal or- 
ganizations from the charge? 

Yes 43.6% 

No 33.8% 


Limited answers include: 

Exempt religious organizations only 4 

Exempt employees only 5 

Exempt religious and fraternal organizations 5 

Exempt employees and religious organizations 2 


16 

Comments include: 

1. The rule is used here without exceptions. Employees^ 
religious and fraternal organizations are all subject to the 
charge. Many of the fraternal organizations have consoli- 
dated several accounts into one^ which now makes them 
profitable. 

Certain welfare organizations^ wives of business men, 
who also have accounts with us and the like, are exempt. 

3. We do not make these exemptions from the charge, 
but feel that this was a mistake. The service charge is 
hard enough to put across in the first place without build- 
ing up the animosity of religious and fraternal organiza- 
tions. 

4. We do not exempt employees. The only exemptions 
made being to accounts of religious organizations, accounts 
which are maintained from collection of taxes; such as 
city, town, and village treasuries, and charitable organ- 
izations. 

5. Employees are not permitted to carry checking ac- 
counts with other banks, so of course there is no service 
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charge on such accounts when they are carried here. There 
are a number of other exceptions made for business reasons, 
but the number is very limited in comparison with the total 
number of accounts. 

6. I am sorry to say that we do not exempt employees, 
religious and fraternal organisations from the service 
charge, but usually these accounts show a small margin of 
profit. 

7. We except religious, fraternal, labor, and charitable 
organizations. The employees of the banks are not ex- 
cepted, for the reason that many of our customers would 
know about it. 

8. We make an exemption from this charge in favor of 
any charitable organizations. As regards employees, we 
do not permit our employees to carry checking accounts 
here. To enable them to carry an account without a charge, 
we have reciprocal agreements with several other banks in 
this city, whereby they carry our employees' accounts 
without charge and we do likewise for their employees, 

9. Generally, because of affiliated business. 

10. No, you cannot make exceptions. 

11. The six banks here make no exemptions whatever — 
all of these three are charged. 

1£. Only exceptions are employees and accounts show- 
ing no activity. 

18. We should not. 

14. Absolutely no exemptions of any kind. 

15. All officers and employees comply with the rule. 

16. Strictly — ^no exceptions. 
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Terminology 

1. Service Charge, — payment exacted by a bank^ from 
a depositor, either as payment for services rendered or as 
a means toward increased balances. 

2. Demand Deposits, — Those handled by the commercial 
department, against which checks may be drawn. 

Average Daily Balance, — Balance at the close of each 
day for a month, totaled and divided by the number of days 
in the month. 

4. Suhstanfial Balance, — A balance which will enable 
the bank to pay for the handling of the account and realize 
a reasonable profit thereon. 

5. Activity Cost, — ^A per item cost relative to the han- 
dling of checks. 

6. Size Cost, — ^Proportional to the total commercial de- 
partment expense as the amount on deposit bears to the 
total commercial deposits. 

7. Maintenance Cost, — Cost of maintaining the account 
on the books of the bank. 

8. Analysis of an Account, — ^A method by which an ac- 
count is determined to be profitable or unprofitable. 

9. Time Deposits, — Those handled by the savings de- 
partment and not subject to check. 

10. Reserve, — ^A percentage of deposits kept uninvested 
for emergency. 
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11. Float. — ^Amount of funds in the process of collection. 

12. Outstanding Item. — One that has not yet been col- 
lected. 

13. Daily Ledger Balance.- — ^Balance at the close of each 
day^ after all deposits and checks have been entered. 

14. Loanable Balance. — That portion of the daily aver- 
age balance subject to earnings_, deductions for float and 
reserve having been made. 

15. Minimum Balance. — That balance set by analysis, 
below which an account cannot drop without being un- 
profitable. 
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TABLE 1 

Oeigiostal IiTVESTiGATioir Cgitdtjcted bt Illinois Bankebs’ 
Association 


COOK COUNTY INCLUDING CITY OF CHICAGO 


Pctff. of Accounts 

Under 

Average 

Pctg. of deposits 

11.00% . . . . 

. $ 35.00 

$10.99 represent 

.0015% 

19.60 

. 50.00 

31.76 

<( 

.053 

30.00 

. 100.00 

39.78 

<( 

.149 

47.50 

. 300.00 

78.37 

<( 

.46 

60.00 

. 300.00 

109.00 

C( 

.81 


40% of the accomits cany 99.19% of the money 


STATE OF ILLINOIS NOT INCLUDING COOK COUNTY 


34.07% .. 

... $ 35.00 

$ 7.08 represent 

1.06% 

49.08 

. . . 50.00 

14.43 « 

3.11 

63.93 

. . . 100.00 

33.50 « 

6.61 

75.35 

. . . 300,00 

41.35 “ 

13.85 

81,90 

. . . 300.00 

59.18 “ 

31.43 

Accounts between 

$100-8300 average $144.00 


Accounts between $200-^00 average 
36.08% of the accounts carry 93.39% of the money 


ALL BANKS IN ILLINOIS 


^9.3% $ 3S.00 $ 7.37 represent .63% 

43.9 50.00 15.13 “ 1.83 

56.8 100.00 35.33 “ 4.03 

69.5 300.00 47.03 “ 9S3 

77.3 300.00 64.93 « 14.93 


33.8% of the accounts cany 85.1% of the money 

NOTE — ^These divisions were made because of the metropolitan 
character of banking in the City of Chicago where a large portion. 
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of the banks have for many years required a minimum balance 
although up to the time the survey was made very few charged 
their customers on minimum balances. 

Cook County, including Chicago (Chicago being the predomi- 
nating factor in Cook County), was segregated from the rest of the 
State because of the fact that it was suspected at the time of the 
survey that individual balances in the suburban towns surrounding 
Chicago would average higher than in the rest of the State. 

It is quite interesting to note that since this survey was made 
in Illinois other surveys have been made throughout the country 
and individually by banks that were interested in their own insti- 
tutions, the results in almost every instance conforming very 
closely to the results of this original survey. 
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IsrcoME Chart, 

30 Days , 5% 


Average 

Income on 

Income Less 

Income Less 

Daily Balance 

Full Balance 

10% Reserve 

15% Reserve 

$1,000,000.00 

$4,166.67 

$3,750.00 

$3,541.67 

500,000.00 

5,083.33 

1,875.00 

1,770.84 

400,000.00 

1,666.67 

1,500.00 

1,416.68 

300,000.00 

1,550.00 

1,155.00 

1,065.51 

^00,000.00 

833.33 

750.00 

708.34 

100,000.00 

416.67 

375.00 

354.17 

90,000.00 

375.00 

337.50 

318.74 

80,000.00 

333.33 

300.00 

583.35 

70,000.00 

591.67 

565.50 

547.90 

60,000.00 

550.00 

555.00 

515.48 

50,000.00 

50833 

187.50 

177.06 

40,000.00 

166.67 

150.00 

141.85 

30,000.00 

155.00 

115.50 

106,53 

50,000.00 

83.33 

75.00 

70.85 

10,000.00 

41.67 

37.50 

35.45 

9,000.00 

37.50 

33.75 

31.87 

8,000.00 

33.33 

30.00 

58.33 

7,000.00 

59.17 

56.55 

54.79 

6,000.00 

55.00 

55.50 

51.55 

5,000.00 

50.83 

18.75 

17.71 

4,000.00 

16.67 

15.00 

14.17 

3,000.00 

15.50 

11.55 

10.63 

5,000.00 

8.33 

7.50 

7.08 

1,000.00 

4.17 

3.75 

3.54 

900.00 

3.75 

3.38 

3.19 

800.00 

3.33 

3.00 

5.83 

700.00 

5.95 

5.63 

5.48 

600.00 

5.50 

5.55 

5.15 

500.00 

5.08 

1.88 

1.77 

400.00 

1.67 

1.50 

1.45 

300.00 

1.55 

1.13 

1.06 

500.00 

.83 

.75 

.71 

100.00 

.45 

,38 

.35 

50.00 

31 

.19 

.18 


^Do 0 s the Account Payi — Bulletin issued by American Bankers’ 
Assodatinn, 
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FEDERAL RESERVE BANK OF ISfEW YORK 
Schedule Showing When the Proceeds of Items Will Become ATmlaHe 

{Siip«n«lu>c Sdiplole Iioad tJtarch I. 1927 as revbcd to 4«<il IS. t938> 


imtEDiArB c&Tiors 







^ Myers, ' Robert H. Advertising manager of the Merchants’ 
National Bank, Muncie, Ind. Analyzing Active Oiecking Accounts 
in Moderate sized Banks. Bankers’ Magazine, I>ec€mber, 1^^. 
Pages 983-993. 
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ANALYSIS OF ACCOUNTS 

EXAMPLE 1‘ 

Accaunt of William Sherwood 


1. Average Balance ^50.00 

Less Reserve (15%) 7.50 

3. Loanable Balance 42.50 

4. Interest income (@ 6%) 2.55 

5. Expense Cost 

A. Number of Accounts Cost $1.77 

B. Activity (15 items @ 4.50 

C. Overhead (650 accounts) 3.26 


TOTAL 9.53 

NET LOSS $6.98 

EXAMPLE 2> 

THE VENDO COMPANY 
Roselle, New York 

Analysis of Account for the Month of August 


Average daily balance $3,110.50 

Daily average in process of collection .... $1,512.00 

15% Reserve in vault and with banks.. 466.57 1,978.57 

Average balance subject to earnings 1,131,93 

INCOME 

Interest on available balance at 5% $ 4.71 

COST 


Number of checks — 600 at 4^ $24.00 

Special check books furnished 3.00 


^Devlin and Bennett, Inc. — ^Booklet — Whmt About the Service 
Charge? 

®A Service Charge Plan for Progressive Banks — BuHetisi pub- 
lished by Edward R. Burt Ac Co., Certified Public Accountants — 
Chicago, Illinois. 
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OVEEHEAD 


For size $3,110.00 at 31^ per M. per month .96 

For maintenance at 40^ per month .40 

28.36 

LOSS 23.65 


Remarks 


EXAMPLE 3’'^ 

Name ..... .EXCELSIOR MANUFACTURING COMPANY. . . 

Month.. Aug. 26 to Sept. 25 1921. 


ANALYSIS OF ACCOUNT 
SUMMARY 


Total of Daily Balances $17,273.00 

(Divide by days in month 31) 

AVERAGE DAILY BALANCE 557.00 

One-day Items $6,586 

2 X Two-day items 5,402 

4 X Four-day items 26,204 

Float One-day Basis 

(Divide by days in month. . .31) 38,192 

AVERAGE DAILY FLOAT 1,232.00 


/BALANCE 

/OVERDRAFT 


ADD 15%. .Reserves 84.00 

DEFICIT BALANCE 759.00 

LOSS — for month at 6% 3,79 

Printing checks 9/5/21 4.50 

Held for Pay RoE 10 Mo. 4 das 1.98 

Total Loss 10.27 


Have lOM loan 6% due 10/1/21 

®“Does the Account Pay ?” — Bulletm issued by American Bank- 
ers^ Association. 
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EXAMPLE 4* 

LITTLE NATIONAL BANK 


Little, New York 
ANALYSIS OF ACCOUNT 


The Kato Company 

From August 1 

Average daily balance 

Amount of out of town checks 

Daily average of out of town checks 

Number of checks deposited 

^Number of checks paid 

Total number of checks 


To, .August 31, 1938. ....... 

$ 3,110,50.... 

i5,moo.... 

504.00 

175 

435 

600 


Average daily balance $ 3,110.50. .. . 

Less: 

Daily average of out of town checks 
$504.00 — 3 days to collect $1,513.00 


15% Reserve in vault and with other 

banks 466.57.... 1,978.57 

Average balance subject to earnings 1,131,93, .. . 


INCOME 

Interest on available balances $1,131 @ 5% 1 month 
Exchange paid 


Charge for activity 600 checks 4 each $34.00 

Charge for size $3,110 x 30 x 1 month’s 63 

Charge for Maintenance 40 x 1 month’s .40 


LOSS 


4.71.. .. 

1.35.. .. 

6.06.. .. 


35.03.. .. 

18.96.. .. 


^Dopier, C. M. — ^‘‘Customers Like Service Charge,” BulUtm 
published by Edward R. Burt & Co., Certified Public Accountants, 
Chicago, Illinois. 
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EXAMPLE 5‘ 

Name X. . Corporation 

Month of June 

ANALYSIS OF ACCOUNT 

Average dail^ balance $1^,487 

Daily average in process of collection. 257 

12% Reserve in vault and with banks. . 1,498 3,745 

Average balance subject to earnings 8,742 

INCOME 

Interest on available balance @ 5% $8,742 36.42., •. 


COST 

Number of checks deposited. .1,375. ... 

Number of checks paid 190. . . . 

Total checks @ .04 each 1,565.... 62.60 

Special check books furnished 

Overhead: 


For size $12,487 % .31 per M. per mo. . 3.72. . . . 

For maintenance @ .27 per mo .27 66.59.... 


PROFIT 

LOSS 30.17.... 


Remarks 


Citizens Trust Company, Utica, N. Y. 
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Form 

Debit Slip Issued in Triplicate 

First National Bank and Trust Company 

Anywhere^ U. S. A 19. . 

We are this day charging yonr account $1.00. Same be- 
ing a service charge applied on accounts less than $100 to 
partially cover cost of handling same. Our hooks show 
your average daily balance to be under that amount for the 
month ending 

TO: 


Note. — The original is sent to the customer as notice of 
the charge^ the first duplicate goes through the work to 
debit the maker, and the final slip remains as the bank’s 
permanent record. One credit slip (crediting the proper 
income account) may be made for the total of these slips 
for the day. 

=^A. E. Martell Company, Keene, N, H. 
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Form II =* 

Announcement Card 

First National Bank and Trust Company 
Anywhere, U. S. A. 

An analysis of our Commercial accounts for the past 
three months has just been completed. 

We find that we have sustained a loss of $ in the 

handling of your account for that period and we are charg- 
ing this amount to your account to save you the incon- 
venience of sending your check. 

If you desire, we would be pleased to have you call 
at your convenience, at which time we will be glad to review 
your account with you. 

Very truly yours, 


Officer in Charge. 


Form III » 

Request for Officer's Help 

Date. 

M. 

Address Telephone 

I had an opportunity to discuss the service charge with 
this patron to-day. I impressed him with the fact that this 
bank would not willingly lose a single depositor. I also 

® Central Trust and Savings Company, Market & Fourth Streets, 
Philadelphia, Penn. 

® Citizens Trust Company, Utica, N. Y. 
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tried to convince him that the service charge is small for 
the value received. I feel that he is not entirely convinced 
and recommend further attention by the proper o£6cer. 

Handled by. 

Referred to. 

Action taken 


Result 


Form IV ^ 

Clearing House Agreement 

''Every deposit account subject to check and payable on 
demand_, except savings deposits and deposit accounts of 
the Government of the United States^ Commonwealth of 
Massachusetts, or the City of Boston, the average monthly 
collected balance of which is less than $300 in any month, 
shall he charged not less than $1.00 as compensation for 
services rendered by the member bank in handling the 
account during such month. Any account against which no 
checks have been drawn during the month shall be exempt 
from the charge. In applying this regulation every account 
shall be treated upon its own basis, and must not be com- 
bined with any other account under any condition.'* 

Form V® 

Specimen Letter 

Dear Depositor: 

In common with every other line of business, the bank- 
ing business has experienced a heavy increase in operating 

^ First National Bank of Boston, Massachusetts. 

® Harris Trust & Savings Bank, Chicago, Illinois. 
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costs the last few years, and it has therefore heen. neces- 
saiy for tis to make an exhaustive analysis of the accounts 
we are carrying. Our analysis shows that under present 
banking conditions checking accounts with daily average 
balances of less than $SOO are handled by us at an actual 
loss. 

Unless the balances in such accounts average substan- 
tially more than $300, we* make no direct profit on handling 
them under existing conditions. For good friends, like 
yourselves, we are willing to carry such accounts under 
existing conditions without profit to ourselves, counting 
upon your business with us increasing as the time goes on 
and your being able to direct your friends and other valu- 
able business to us. 

We believe you will agree with us, however, that a 
checking account is a convenience of distinct value to the 
depositor, and that it is only fair to ask the depositor who 
enjoys the convenience of a checking account to pay his 
share of the actual expense of the bank in rendering this 
service. We believe it is a distinct service which the de- 
positor does not expect his bank to render him at an actual 
loss to itself. 

After careful analysis and consideration we have come 
to the conclusion that the fairest way of distributing the 
cost of rendering checking account service is to make the 
customary service charge of $1.00 per month, beginning 
February first, 1929, on checking accounts in which the 
daily balance during the month is less than $300. 

We have heretofore waived any service charge on your 
account when your balances have been nominal, and we 
would much prefer not to have to charge yon now. In the 
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circxLmstances we hope you can arrange to carry average 
balances of at least $300, regularly, so that it will not be 
necessary for us to make this service charge on your ac-* 
count for any month. 

We appreciate very much the business with which you 
have favored us, and we want to continue to be of service 
to you in every way we can. 

If the above plan for a service charge is not entirely 
clear and satisfactory to you, won’t you kindly step into 
the bank at your early convenience and talk it over with 
one of our officers, who will be glad to go over it with you. 

Very truly yours. 
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Questions and Answers 

1. Banks never charged before, why do they do it now? 

A. Times have changed. The use of the check has in- 
creased. Operating costs have increased. Bankers did not 
know until recently that so many accounts were being 
carried at a loss. 

2. Should exceptions be made? 

A. Only in the case of some other profitable connection, 
with the retention of goodwill and the possibility of future 
business in mind. 

8. How can a depositor escape the charge? 

A. By increasing his balance. 

4. Does the banker want to lose the unprofitable ac- 
counts? 

A. No. He does not want to lose a single account, but 
wants to retain them on a profitable basis either through 
the payment of the charge or increased balances, pref- 
erably the latter method. 

5. Why should banks made a service charge on the larger 
balances ? Are they not compensated by the earnings on the 
deposits ? 

A. Small balances is only one reason for the charge, for 
an account may be unprofitable for some other reason, in- 
cluding float, reserve, small percentage of income, or 

104 
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excessire costs of handling the items and maintenance of 
the account. 

6. Is it economically sound for banks to carry some 
accounts at a considerable loss, some without profits, and 
others at a large percentage of profit? 

A. No. All accounts should be carried at a reasonable 
profit to the bank. 

7. Is it a fact that a small percentage of the checking 
accounts are required to earn an excessive profit so that a 
much larger percentage can be carried at a loss or without 
profit? 

A. This has been discovered to be the truth in the ma- 
jority of banks through an analysis of the accounts and is 
the situation which the service charge has been installed to 
correct. 

8. How should the proper charge be determined? 

A. By analysis. 

9. Does the analysis of costs have any value to the bank 
aside from the service charge? 

A. Yes. It gives the banker a knowledge of what the 
leaks and losses are and where they are. 

10. Should the analysis of costs be carried into con- 
siderable detail in banks with deposits of $1,000,000, 
$5,000,000 and $20,000,000? 

A. The first two — ^yes. The last — ^no. Analysis is based 
on the law of averages and it is not necessary to carry it 
into much detail in the larger banks. 

11. Can one bank make a service charge if its competi- 
tors do not? 

A, Experience has proven that this can be successfully 

done. 
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12. Will the service charge materially reduce the de- 
posits ? 

A. On the contrary^, it will increase the deposits. 

IS. Will any considerable number of customers leave 
the bank? 

A. No. Only a few accounts will be lost and these will 
in most cases be of the unprofitable class. 

14. About what percentage of checking accounts are 
profitable? 

A. Approximately one-half. 
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